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In the 


Is the Pound Hefty Enough To Do the Job? 


Since World War I, devaluation of many currencies has 
been big news three times. Two of these three historic 
events were set off by the United Kingdom—first in the early 
Thirties when, under the premiership of Ramsay MacDon- 
ald, the country was taken off the gold standard (re- 
member?: £4.86 to the dollar); and again on September 18, 
1949, when the official pegged rate of $4.03 was abandoned 
for a new pegged rate of $2.80. In each instance, England’s 
action was followed by many other countries. 

Such a drastic step as devaluation is taken to cure a 
country’s economic ills. This time, Great Britain hoped 
it would help her halt the drain on her monetary reserves. 
How much, if at all, can devaluation help her in this? 
In what sense does the step change the fundamental situ- 
ation which brought Great Britain to her present posi- 
tion? Will it permit the elimination of her complicated 
exchange control system? And will a flood of goods cover 
the American market? 

The story on page 350 weighs the importance of de- 
valuation as an answer to these questions. 


Fraud: “ ...a false representation of a matter of fact... 
which deceives another . . .’’ Webster’s Unabridged. 

With hundreds of millions of dollars to handle, the 
persons in charge of unemployment insurance funds have 
the difficult and unenviable task of safeguarding the 
public against fraudulent claims. The article on page 361 
points out the similarity of their problem to that of large 
private companies, which raises the almost esoteric question 
whether people tend to condone fraud practiced against the 
government (taxes as well as claims) more than against 
private companies. It’s a fine point, which perhaps others 
may care to try to answer. The important thing, it would 
seem, is to devise methods in both fields that will con- 
serve the funds for the purposes for which they are accumu- 
lated. That way lies the greatest protection to all insured 
persons. And their number is almost legion. 


Some Thoughts on Prices and Markets 
Distribution costs have been increasingly important 
in pricing industrial products at the wholesale level. 
The creation of mass markets made possible the econo- 
mies of mass production. 


Record 


A large proportion of the cost of getting goods to the 
consumer tends to be inflexible. 

In many lines, freight charges are an important ele- 
ment of cost which cannot be reduced through retrench- 
ment. 

Warehousing presents a similar problem of a necessary 
service with inflexible costs. 

Wages, expenses and bonuses paid to salesmen stand 
high in the list of distribution expenses. 

The per capita expenditure on newspaper and peri- 
odical advertising increased from 22 cents in 1865 to 
$12.62 in 1947. 

Raw material prices are more sensitive than semi- 
finished goods, while finished goods are still less sensitive. 

Public utility costs are an important factor in price 
inflexibility. 

Increased activities and costs of government have also 
led to inflexible and rising prices. 

These statements appear in an article on “Prices and 
Markets” which begins on page 370. They are considered 
in relation to the rather wide gap between wholesale and 
consumer price indexes existing in 1820, a gap which narrowed 
to nothing about the turn of the century. Since then, the 
wholesale and retail price indexes have tended to go up 
and down together but with wholesale prices fluctuating 
more violently. Some of the reasons why there has been 
no gap since 1900 and why retail prices have proved some- 
what more inflexible are given in the article. They include 
the foregoing factors of distribution. 


Big and Little Employers 


In how large an establishment do most of America’s 
factory employees work? Is River Rouge typical? Hardly. 


In 1947, 82% of all persons working in manufacturing 
establishments were in shops having fewer than 2,500 work- 
ers, and 54% worked in factories with fewer than 500 em- 
ployees. 

There were extreme variations, however, among individual 
industries. Three fourths or more of all the employees in 
the food, apparel, lumber, and furniture industries were 
in shops having fewer than 500 employees. This contrasts 
with 70% in plants of 500 or more employees in a number 
of other industries—rubber, transportation equipment, pri- 
mary metals, and electrical machinery. See pages 368-369 
for this story in chart form. 
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The Sterling Crisis 


REAT BRITAIN, in devaluing the pound from 
$4.03 to $2.80, seems to have taken the lead in 
a devaluation cycle not too unlike the one that took 
place following the suspension of gold payments by 
the Bank of England on September 20, 1931. The 
present announcement by Great Britain was accom- 
panied by similar action on the part of practically all 
the sterling area as well as many other nations, includ- 
ing such important trading nations as France, Nether- 
lands, Denmark, Sweden, Norway, Belgium and Can- 
ada. Through October 3, nearly thirty countries have 
devalued. Other nations may be compelled to follow 
suit in time.1 The International Monetary Fund, it is 
reported, has several applications for devaluation filed 
with it. 

There is one significant difference between the world 
economic conditions surrounding the present devalua- 
tion and that of September, 1931. At present, indus- 
trial activity has reached new peaks in Great Britain. 
As a matter of fact, it would appear that her output 
has about reached a level consistent with present 
equipment and work force and industrial practice. In 
1931, industrial activity was on the downgrade, un- 
employment was increasing and world prices were 
falling. Devaluation was undertaken under rela- 
tively favorable circumstances at that time because 
there was a slack in domestic industry in which the 
production of export goods could be increased and the 
fall in world prices limited the increase in cost conse- 
quent upon devaluation. 


NEARLY UNIFORM DEVALUATION 


The present devaluation in the case of the United 
Kingdom amounts to a little more than 30%. Most 
other nations in or out of the sterling area devalued 
to the same extent as the United Kingdom. Only 
France, Canada, Belgium-Luxemburg and Portugal 
devalued to a lesser extent than Great Britain. Only 
Argentina and Greece devalued to a greater extent. 
As a result, few have gained or lost any advantage 
with respect to one another. Their advantage, if any, 


1The devaluation cycle of the Thirties actually had its start in 
raw material exporting countries outside Europe. As early as April, 
1929, the Uruguayan peso started to depreciate, followed by Argentina 
and Brazil before the end of the year. In 19380, Peru, Bolivia, Vene- 
zuela, Australia and New Zealand did likewise, and in 1931 other 
Latin-American countries joined the parade. In Europe, devaluation 
had its origin in eastern Europe but it soon spread to the rest of the 
continent. The abandonment of the gold standard by the United 
Kingdom in September, 1931, aggravated the crisis and acted as a 
transmitter to other nations of the world. The pound, which was 
left to find its own level, fell to about 60% of its 1929 gold parity. 
The devaluation cycle, which started in 1929, became nearly uni- 
versal by 1936. 


is made with respect to the United States and other 
nations which have not devalued. 

The devaluation by the United Kingdom can be 
interpreted as the latest of the steps taken to meet 
the “dollar problem.” As such, its effect remains to 
be seen. A 30.5% cut in the value of sterling means 
that the quantity of exports will have to be increased 
by nearly 44% in order for the United Kingdom to 
earn as many dollars as before. 

As far as imports from the dollar area are con- 
cerned, the 44% increase in their unit cost (in terms 
of pounds sterling) will most likely result in a cut in 
the quantity imported. If both these conditions, at a 
minimum, are not fulfilled, the United Kingdom will 
not gain from devaluation, at least on trade account. 
More consideration is given to the effects of devalua- 
tion on pages 359-360. 

In one form or another, Britain has been having a 
“dollar crisis” ever since the start of the war. In any 
of its forms, a dollar crisis simply means an insufficient 
number of dollars with which to buy desired Ameri- 
can goods or to meet the demands of third nations 
which wish to convert their claims on the United 
Kingdom into dollars. 

In the early stages of the world conflict, the crisis 
was met by the initiation of the device of pooling 
dollar resources of the sterling area and making an 
effort to buy goods in areas where dollar payments 
were not required. The pooling of dollar resources 
has been carried over into the postwar era. In addi- 
tion, loans were arranged. 

As the war progressed, the device of lend-lease was 
hit upon instead of the intergovernmental loans of 
World War I. Lend-lease was not avowedly de- 
signed for the United Kingdom, but that country was 
the recipient of the greatest amount of aid. In 1944, 
two international financial institutions—the World 
Bank and the Monetary Fund—were agreed upon. 
These institutions were not ostensibly founded for the 
purpose of supplying dollars, but they have in fact 
been used mainly for that purpose since their incep- 
tion. 


POSTWAR MEASURES 


After the war, the American loan agreement of 1946 
was to solve the dollar crisis for the United Kingdom, 
at least until 1952. The loan was actually exhausted 
early in 1948. Even before the loan had been com- 
pletely exhausted, the European Recovery Plan was 
suggested as a means of putting Europe on its feet 

1See pages 853-354, 
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by supplying dollars. The United Kingdom was the 
second largest single recipient of such aid. 

All these measures did not, however, suffice to solve 
the dollar crisis for the United Kingdom. The most 
recent steps, excluding devaluation, that have been 
agreed upon by the United States, United Kingdom 
and Canada are the following: 


1, Overseas investment by the United States, especially 
in undeveloped areas. 

2. Stock piling by the United States, especially of 
rubber and tin. 

3. Liberalization of the use of ECA funds. While no 
specific explanation was made of the term liberaliza- 
tion, it was believed to entail the permission to buy 
agricultural products outside the United States even 
where such products were declared surplus. 

4, Simplification of customs procedure. 

5. Reductions of tariff rates. 

6. Liberalization of intra-European trade and payments. 

7. Study of the removal of accumulated sterling bal- 
ances working toward lessening their hindrance to trade. 

8. Study of the way in which petroleum purchases for 
dollars could be curtailed. The sterling area is spending 
more than $400 million a year for oil from dollar sources. 
Study of the way shipping earnings could serve to reduce 
the deficit. 


As far as the United Kingdom was concerned, she 
was to take steps that would: 

1. Provide incentives to exporters for increased trade 
with the dollar area. 

2. Improve the competitive position of sterling by low- 
ering costs. 

8. Increase dollar earnings by fostering tourism and 
other services. 


A proposal made by Great Britain that Section 9 of 
the financial agreement of 1946 between the United 
States and United Kingdom containing the terms 
upon which $3.75 billion was loaned to Great Britain 
was rejected.t Section 9 provides that if either country 
imposes quantitative import restrictions, they “shall 
be administered on a basis which does not discrimi- 
nate against imports from the other country in respect 
of any product,” with certain exceptions. 


UNDERLYING FACTORS 


What are the underlying factors responsible for the 
drastic devaluation of the pound sterling? Is devalua- 
tion likely to alleviate Britain’s dollar shortage? 

An article in The Business Record for August set 
forth the fact that the United Kingdom has been in- 
curring large deficits on current accounts; i.e., pay- 
ments abroad for goods and services and income from 
investments exceed its receipts from those sources. 
These deficits have had a cumulative effect in that 
they have forced the United Kingdom to make such 


Section 9 is not, however, rigidly enforced. The section has been 
winked at for the past two years. See The New York Times, Sept. 21, 
1949, p. 12. 


large and steady withdrawals upon her reserve of gold 
and dollars. The deficit in the postwar period grew 
rapidly until 1948 when it was cut to £120 million, 
a rather sharp drop from the £630 million deficit in 
1947. This reduction evidently is a continuing process 
since the deficit of £150 million in the first half of 
1948 was offset by a surplus of £30 million in the 
second half. Only the trade deficit is available for the 
first half of 1949 and that shows a drop from previous 
periods. Since Great Britain usually has a surplus on 
invisible account, the cut in the current deficit may 
actually be carried forward into 1949. The net deficits 
for a prewar year and for the three postwar years 
are shown in Table 1. 

In the simplest terms, the deficit indicates the 
extent to which the United Kingdom is unable to pay 
for its imports and the services of others by its exports 
and the provision of services to others. This deficit 
on current account, it should be observed, is not some- 
thing that occurred just during and after the war. In 
every year from 1931 to 1938, excepting 1935, the 
United Kingdom had a deficit on current account. 
Prior to 1931, the United Kingdom more usually had 
a surplus. 


Table 1: Britain’s Deficit on Trade and on Total 
Current Account, 1938, 1946-1948 
Sources: “United Kingdom Balance of Payments, 1946 to 1948,” 


Cmd. 7648; “Labor and Industry in Britain,” September, 1949, 
British Information Services 
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1949, January—June................-- 


The postwar deficit had to be met in some manner— 
by liquidation of assets in foreign countries, by bor- 
rowing or receiving grants from abroad, or by draw- 
ing down the gold and dollar reserves of the United 
Kingdom. Each of these alternatives was tried; each 
of course has different limitations and implications.* 

But, while the over-all current deficit was enor- 
mous, the true impact can only be measured if the 
deficit is broken down by areas. This is especially true 
in these times of inconvertibility and bilateral agree- 
ments and pegged exchange rates. 

Table 2 shows the geographic breakdown of the 
current account of the United Kingdom. Its balance 
of payments has improved in many of the geographic 
components, including the Western Hemisphere. But 
the deficit with that area in 1948 was £340 million, 
about the same deficit as was experienced in 1946. 


1In the Thirties, the current deficit was met from the proceeds of 
capital repayment and by increasing overseas liabilities. See Alfred E. 
Kahn, “Great Britain in the World Economy,” Columbia University 
Press, New York, 1946, p. 126. 
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This breakdown of the deficit, while helpful, still 
does not tell the complete story. Hidden within the 
broad geographic groups are other payment difficul- 
ties, even where the United Kingdom has an over-all 
surplus. For example, while the United Kingdom 
had a surplus with the countries! included in the Or- 
ganization for European Economic Cooperation of £80 
million in 1948, it had a combined deficit, at least on 
trade account, of about £22 million with France and 
Italy. 

In the past, with the use of convertible currencies 
and multilateral trading, such individual deficits were 
not always of much consequence. At present, the bi- 
lateral character of much of the trade introduces new 
difficulties. 

In the scheme of British exchange control, Italy is 
one of the transferable account countries, which means 
that any sterling she earns can be transferred to other 
transferable account countries, to members of the 
sterling area, and to “other countries.”? But she can- 
not transfer sterling balances to American account 
countries or to bilateral countries. 

France is one of the bilateral countries. Any sterling 
earned by France cannot be transferred elsewhere, nor 
can it be transferred to any other bilateral country. 
In other words, the two countries are under compul- 
sion to balance their trade between themselves be- 
cause any deficit will presumably entail a loss of dol- 
lars or gold. The broad outlines of the British ex- 
change control system showing the permissive trans- 
fers are contained in the chart on page 357. 

While there are difficulties for Great Britain in 
meeting her payments to other countries, her para- 
mount problem is the deficit that she is currently 
running in terms of gold and dollars, not all of which 
is necessarily with the dollar area. Table 3 shows the 
over-all dimensions of this problem in the postwar 
years. It is expected that the drainage of gold and 
dollars in the third quarter will actually exceed that 
of the second quarter when £65 million was drawn.* 

The gold and dollar deficit, while substantial dur- 
ing the first half of 1949, would not actually be much 
above the 1948 deficit if projected at an annual rate. 
The real crisis appears to lie in the fact that gold and 
dollar reserves had to be used to such a large extent 
to finance the deficit because other means were not 
available. Almost as much as the entire amount of 
gold and dollar balances drawn down in 1948 had to 
be used in the first half of 1949. 

1The organization is comprised of Austria, Belgium-Luxemburg, 
Denmark, Free Territory of Trieste, France, Germany, Bizone and 
French zone, Greece, Iceland, Ireland, Italy, Netherlands, Norway, 
Portugal, Sweden, Switzerland, Turkey, United Kingdom. 


2“Other countries” include Albania, Arabia, Afghanistan, ex-Italian 
colonies, Liberia, Nepal, Southern Korea. 

*The gold and dollar deficit refers simply to the total payments 
that the United Kingdom is required to make in those two media of 
oe over and above any receipts currently received in the same 
medium. 


‘The New York Times. August 25, 1949, p. 4. 


Since the remaining portion of loans from the 
United States and Canada were either exhausted or 
too small, not much help could be expected from this 
source to finance the dollar deficit. Instead, greater 
dependence had to be placed on ERP aid, which, in 
the first half of 1949 was nearly as great as all the aid 
received during 1948.1 

Coming on top of the steady withdrawals in 1947 
and 1948, the increase in drawings on the gold and 
dollar reserves during the first half of 1949 brought 


Table 2: Regional Distribution of the United 
Kingdom’s Balance of Payments on Current 
Account 
Source: Cmd. 7648 
£ Millions 
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Western Hemisphere.............. -340 
Other countries 0.0222 ea ee -85 
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the reserves down below what was considered a safe 
minimum. Reserves at the end of June, 1949, came to 
the equivalent of $1,624 million (at $4.03 a pound), 
when a safe minimum is considered to be $2,000 mil- 
lion. 

Observers in London have suggested that actually 
part of the remaining reserves are not freely available 
to meet future deficits. A large part of the gold re- 
serves, it is said, is earmarked, in practice if not in 
law, as a security for the dollar loans from the Inter- 
national Monetary Fund in 1947 and 1948. If the 
amount of earmarked gold for these and other short- 
term external liabilities were excluded, Britain’s gold 
and dollar reserves might be as low as $1,200 million.” 
This reserve seems slender indeed when it is recalled 
that it serves to cover the requirements of the whole 
sterling area.® 

The dollar deficit has been a serious problem for 
Great Britain, the financing of which has been met 
largely by loans and grants from the United States. 
But a look at her capital account will reveal other 
movements which have to a large extent gone un- 
noticed. 

Since the over-all deficit of the United Kingdom is 
actually smaller than her gold and dollar deficit in 
most of the postwar years, it follows that Great 
Britain has been increasing her net investment or re- 
ducing her liabilities in countries other than the 
United States. The change in her overseas investment 
position is shown in Table 4. It is evident that the 
investment position outside the dollar area has been 


1Since ERP started operation in April, 1948, only nine months’ 
aid are covered by the 1948 figure. 

*See Paul Einzig, “Britain’s Gold Drain,” in The Commercial and 
Financial Chronicle, July 14, 1949, p. 15. 

5A list of the sterling area countries is shown on p. 357. 
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improving quite markedly. In 1947 and 1948, she 
increased her external capital assets while at the same 
time reducing substantially her external liabilities. 
She increased her overseas assets, mainly outside the 
dollar area, by £252 million and £92 million respec- 
tively. In the same period she was able to reduce her 
overseas liabilities by £142 million and £211 million. 
Taken together, she was able to improve her capital 
position outside the dollar area by £394 million and 
£303 million in those two years. 

On an over-all basis, the United Kingdom has ex- 
ported capital outside the dollar area in 1947 and 
1948, but it is not clear what form these capital 
exports have taken. In 1947, the United Kingdom 
added £73 million to its capital assets out- 
side the sterling area. This total is made up of sub- 
scriptions to the International Monetary Fund and 
International Bank of £51 million, repayment of 
United States and Canadian loans and other capital 
transactions, which are offset by sales and redemp- 


Table 3: Financing the Gold and Dollar Deficit 


Sources: ‘United Kingdom Balance of Payments, 1946 to 1948,” 
Cmd. 7648; British Economic Record, July 13, 1949 
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1Includes drawings on United States and Canadian credits, South African gold loan, 
and drawings by the United Kingdom and India on the International Monetary Fund. 


tions of £51 million of overseas investments. Capital 
investment of this sort will not add much to the earn- 
ings of the United Kingdom abroad. 

With the rest of the sterling area, the United King- 
dom was able to increase its capital assets by £179 
million. The main item was “other capital transac- 
tions” which is a catchall item not fully explained. 
The decline in United Kingdom liabilities to the ster- 
ling area countries of £145 million offset by an increase 
of £3 million to nonsterling area countries made up the 
balance of the change in Britain’s capital account. 

In 1948, the main change was again in “other capi- 
tal transactions” with the sterling area, which in- 
creased £192 million in Great Britain’s favor, but was 
offset by £100 million disinvestment in the nonsterling 
area. This disinvestment resulted mainly from the 
sale and redemptions of securities and direct invest- 
ments. In addition, Great Britain was able to reduce 
its liability to nonsterling area countries by £246 mil- 
lion, but increased its liability to sterling area coun- 
tries by £35 million. 

Thus it appears that while Great Britain is tech- 
nically improving her capital position in some respects 


and in some areas of the world, the improvement is 
not one that will eventuate in any improvement in 
the balance of payments in the future. She has been 
liquidating income-earning assets and increasing her 
Overseas nonincome-earning assets (International 
Monetary Fund and International Bank) . At the same 
time her position has been improved by a reduction of 
overseas liabilities. While the latter transaction im- 
proves her net capital position, it carries with it the 
implication that Great Britain is using the proceeds 
of sales overseas to reduce outstanding liabilities and 
not to import goods. Furthermore, starting in 1952, 
the United Kingdom will have to start making repay- 
ments on the loan of $3.75 billion. If the provisions 
of the original agreement are carried out, these annual 
payments, including interest, will come to nearly $120 
million. 

As a result of the liquidation of overseas assets and 
borrowing abroad, the investment position of the 
United Kingdom has undergone vast changes. In 1938, 
the United Kingdom was a creditor on long-term ac- 
count of £3.3 billion By the middle of 1947, this 
creditor position on long-term account had been cut 
to £2.2 billion. But at that time its short-term lia- 
bilities exceeded its short-term assets by £2.7 billion, 
so that on its over-all account the United Kingdom 
was a net debtor to the extent of £.5 billion? 

The most complete data available for 1948 are 
those compiled by the National Foreign Trade 
Council. (See in Table 5.) In this tabulation, the 
excess of overseas liabilities is about £2 billion, a con- 
siderable increase over the excess in 1947. Even when 
the advances of £299 million to allied governments in 
the years 1939-1945 are taken into account, the lia- 
bilities still exceed assets by about £1.8 billion. 


EXCHANGE CONTROL 


The devaluation of the pound to $2.80 does not 
alter the exchange control system developed by Great 
Britain to maintain the old rate of $4.03. It will now 
be kept in force presumably to maintain the new rate. 
Convertibility into dollars is not established nor is 
there any reason to believe that a system of free multi- 
lateral clearings will soon replace the old patchwork 
of controls. None of the old restrictions on the trans- 
ferability of sterling accounts has been modified. 

The regulation of foreign exchange is accomplished 
through the authority conferred by the Exchange 
Control Act of 1947, the orders issued under it and 
the financial agreements made with foreign countries. 
All dealings in gold coin and gold bullion and in for- 
eign currencies are prohibited between members of 
the public. The transactions can take place only be- 
tween the public and authorized dealers or between 
authorized dealers. These dealers, mostly the banks, 


1Cleona Lewis, ‘““The United States and Foreign Investment Prob- 
lems,’ The Brookings Institution, 1948, pp. 317-19. 
2Cleona Lewis, op. cit., p. 62. 
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act as agents of the British Treasury in funneling all 
foreign funds into the Exchange Equalization Fund. 

All foreign exchange must be surrendered to the 
authorized dealers at the official rate. This rule ap- 
plies to travelers’ checks, proceeds from exports, and 
any debts in foreign currencies. Undervaluation 
of exports and delay in collection of amounts due for 
exports beyond six months are offenses. Thus, all 
income received from outside the sterling area is 
channeled into the central pool. 

Unlike wartime regulations, the act does not con- 
fer the power to requisition foreign securities. In 
effect, the transfer of securities is blocked, however, 
except within the sterling area. Where such transfers 
are permitted, outside the sterling area the proceeds 
of the sale have to be surrendered to the control] un- 
less the Treasury is satisfied that the transaction is a 
mere “swap.” 

On outward payments, the act is sweeping. No pay- 
ments can be made in the United Kingdom to or for 
the credit of any person outside the sterling area. No 
resident in the United Kingdom can make any pay- 
ments outside the United Kingdom to or for the 
credit of any person outside the sterling area. Nor can 
anyone pay a person inside the sterling area for re- 
ceipts or property outside the area. The all-inclu- 
sive sweep of these prohibitions is broken by the sav- 
ing phrase, “except with Treasury permission.” 

The exportation of the following are also prohib- 
ited: British or other legal tender money, Treasury 
bills, postal orders, gold, nonsterling bills of exchange, 
certificates of titles to securities, dividends, interest, 
life insurance policies and certain other types of prop- 
erty. Furthermore, their importation is also forbid- 
den, a device which limits the advantage to their 
exportation. 

There can be no new issues of securities, bearer or 
otherwise, for countries outside the sterling area, nor 
capital payments in the form of annuities, life poli- 
cies, or trust settlements except with permission. 

For the purpose of exchange control, Great Britain 
divides the world into five groups: American account 
countries, transferable account countries, bilateral 
countries, scheduled territories (sterling area), and 
other countries. The identity of the various groups 
does not remain the same, but the latest list of mem- 
bership is shown on page 357. 

As far as all the groups, except the bilateral coun- 
tries, are concerned, transfers between one country 
and another in the same group are freely permitted. 
That is to say, a Colombian holder of sterling could 
transfer it to anyone in the United States who needed 
sterling. Similarly a sterling account held by a Nor- 
wegian could be transferred to anyone in Sweden de- 
siring sterling. The transfer between one transferable 
account country and another can be made only if 
the payment is made for current transactions. The 


Table 4: Overseas Investment of the 
United Kingdom 


Source: ‘United Kingdom Balance of Payments, 1946 to 1948,” 
Cmd. 7648, Table IV 


£ Millions 
1946 1947 1948 

Net gold and dollar deficit......... 226 1,024 423 
Less: total overseas disinvestment. . 380 630 120 
Surplus (other than gold and dollars)} -154 394 303 
Increase in United Kingdom external 

capital! assets on. Jno? thes - brs =116 252 92 
Change in sterling liabilities....... +39 -142 —211 


transfer can take place as long as both countries are 
members of the same group. 

The members of the American account group as of 
July, 1949, are shown on page 357. Transfers from one 
country to another within the group are permitted. 
Payments are permitted from an American account 
country to all the other groups except to bilateral 
countries. Furthermore, sterling accumulated in an 
American account may be converted into dollars at 
the current rate of exchange. The Anglo-American 
agreement of 1945 insures such convertibility of ster- 
ling. 

The members of the transferable account are also 
shown in the chart on page 357. These countries, for 
the most part, are ones which have their balance of 
payments sufficiently in balance among themselves 
and with the United Kingdom so that unrestricted 
transferability may be permitted without too much 
danger of undesired repercussions. 

Exports to the transferable account countries can 
be paid for in locally held sterling or in sterling from 
other countries in the group or in sterling obtained 
from American account countries. Or they can be paid 
for in domestic currency in the case of Czechoslovakia, 
the Dutch monetary area, Norway and Sweden. 

“Other countries” comprise a number of countries 
whose foreign trade is not important. Exports to them 
are payable in sterling from a local account or from 
the account of some other member of the group or 
from sterling acquired from an American account. 

Two important groups remain to be explained: the 
sterling area which had its origin in the monetary 
collapse of 1931 and the bilateral countries which had 
their origin in the agreements first made toward the 
close of the war in Europe. 

The sterling area countries are made up of the mem- 
bers of the British Commonwealth and Empire except 
Canada along with the other nations shown in the 
chart on page 357. They preferred to tie their currency 
to the pound sterling rather than to gold because the 
United Kingdom figured so prominently in their ex- 
ternal trade. The membership in this group constantly 
shifts like the membership of the other groups. For 
the most part, transfers from one country to another 
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are permitted, but payment outside the area may be 
restricted. 

Among this group of countries, the United Kingdom 
acts as a central banker. Each of the member coun- 
tries to varying degrees contributes to the central 
pool of gold and doilars and each may draw upon that 
pool to meet its gold and dollar needs. The United 
Kingdom has separate agreements with many of the 
sterling area countries regarding their accumulated 
sterling balances, the purposes for which gold and 
dollars may be withdrawn from the pool, etc. 

The bilateral countries are, in reality, not a homo- 
geneous group. As the title implies, the agreements are 
bilateral between the United Kingdom and each 
individual country. Transfers to other bilateral coun- 


Table 5: Estimated External Assets and Liabili- 
ties of the United Kingdom as of 
December 31, 1948 


Source: “Sterling since the Convertibility Crisis,” National Foreign 
Trade Council, April, 1949 


£ Millions 
Assets: 
J. Gold and U.'S. dollar reserves.............0.000000 457.0 
2. Reimbursements expected from ECA................ 90.0 
8. Private long-term investments abroad............... 3,100.0 
4. Government loans and advances.............+ (See tert below) 
PEEMESTA Rerun Rei at Oey ds Sida cis bee ket noes 8,647.0 
Liabilities: 
1. United States credit of 1946........50..000ce cece 937.5 
2. Lend-lease credit settlement................0.00000% 162.5 
perme oan OF IGA ORS Se leeli atc ceWoscceots 42.2a 
Mratanadian credit of LAG sisi dyes ioe idlelelenid ole Barca < eels 252.0 
5. Canadian interest-free loan of 1942.................. 75.0 
6. Union of South Africa gold loan...................-. 80.0 
7. Private long-term investments in Britain............ ' 875.0b 
8. Accumulated sterling balances...................--. 3,300.0 
ARGOS WEN OUR Lee a ae Se oe oe oe 5,724.2 


The total amount of government loans and advances, including 
productive investments in development projects, has not been 
officially tabulated. In answer to a question in the House of Commons 
on November 9, 1948, Sir Stafford Cripps revealed that the outstand- 
ing amount of advances to allied governments between 1939 and 1945 
was at that date £298,797,000, on which £12,289,000 has been 
received in interest. The following tabulation shows the particulars 
by countries: 

Advances to Allied Govern- 


ments, 1939-1945 Interest 
Outstanding, Nov. 9, 1948 Received 
PAE ehe Se Se SMe Shas cota +. 20F £ 12,662,000 £ 816,000 
Czechoslovakia................ BOTS 000 FB coca en 
1 LEDER Bs aie a Baie ri Sie ae 99,685,000 ae Rone hie 
Netherlands.................. 45,000,000 445,000 
at MCS Se ee eon een B7BOD 000 iW snGhicre 
PBR orarciets <o.¢'s cues Bistsrs aipie 31,022,000 5,599,000 
(OS Ce ee ee 83,750,000 5,429,000 
erteistents 2 fey Sdiss o's bis sible £298,797,000 £12,289,000 


In addition to the above, an interest-free loan of £10,000,000 was 
made to Greece. Since the end of the war, additional sums have been 
advanced directly as loans or in the form of reciprocal agreements to 
hold exchange. The British Government has also given some sub- 
stantial east to private and semiprivate undertakings in the 
colonial areas. 


aAmount outstanding March 31, 1948. 

bThis estimate was given by the United States Treasury Department to the Sub- 
committee on the United Kingdom of the House Select Gcnmosithes on Foreign Aid 
and will be found in the Final Report on Foreign Aid of the House Select Committee 
on‘Foreign Aid, House Report No. 1845, 80th Congress, 2nd Session, May 1, 1948. 


tries cannot be made. The agreement with each coun- 
try is usually of a short-term nature and the terms of 
the agreement vary with the bargaining strength of 
the contracting parties. 

The agreement with Belgium provides a good ex- 
ample of what is covered in the bilateral agreements. 
It fixes the exchange rate, allows trade in francs and 
sterling, controls capital movements and arranges 
mutual credit limits with holdings subject to recipro- 
cal exchange guarantees and restrictions of the Inter- 
national Monetary Fund. Gold is payable beyond the 
credit limits but since Belgium is desirous of utilizing 
sterling as part of its reserves, Belgium is not to claim 
gold unless it needs it for current transactions.* 

As can be seen, the exchange control system of the 
United Kingdom leaves room for a considerable 
amount of multilateral trade, at least within certain 
areas. Trade within the sterling area is unfettered by 
currency restrictions for the most part.? Similarly, 
the trade between one transferable account country 
and another can be carried on in sterling if the coun- 
tries desire. For example, one country can use the 
sterling it has earned by exporting goods to the United 
Kingdom to pay for its imports from another country 
within the transferable account group. The dollar ac- 
count countries make up another block of countries 
within which sterling can be freely converted to dol- 
lars by these countries if they wish. 


PERMISSIVE TRANSFERS 


Besides the transfers that can be made without per- 
mission, there exists another class of transactions 
which can be made if permission is obtained from the 
British Foreign Exchange Control. It is impossible 
to say to what extent these transfers are made. It 
has been said that “the importance of these ‘permis- 
sive’ transfers of sterling ought, however, not to be 
underestimated as regards either the number and 
scope of the transactions involved or their aggregate 
value. In fact, such transfers enable the settlement 
on a sterling basis of a large number and amount of 
trade and other current transactions on a wide inter- 
national basis.”* These permissive transfers are said 
to be particularly important among countries of the 
bilateral group.* 

Thus it is evident that the United Kingdom per- 
mits a great deal of freedom in the use of sterling. 
But it is also evident that the system devised does 
not result in a system of multilateral clearings. The 


1For an account of some of the agreements with other countries 
see H. A. Shannon, “The British Payments and Exchange Control 
System,” The Quarterly Journal of Economics, May, 1949. 

2Exceptions exist, however, in the agreements which the United 
Kingdom has made with members of the sterling area regarding the 
release of blocked balances. 

*Bank for International Settlements, Eighteenth Annual Report, 
p. 150. 

‘For examples of these permissive transfers, see H. A. Shannon» 
op. cit., p. 233. 
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external value of the pound was set at $4.03 and it 
is probably true that the bulk of the transactions took 
place at that rate. The new rate of $2.80 is the rate 
at which the bulk of the transactions will take place, 
but the change in rate has not yet changed the essen- 
tials of the British system of exchange control. 


ABSENCE OF FLEXIBILITY 


In what way does the British system differ from 
a free system of multilateral clearings? In the first 
place, there is a complete absence of flexibility in the 
external value of the pound sterling. Such could not 
be the case under a system of flexible exchange rates. 
The external value of the pound would fluctuate in 
response to supply and demand conditions in the 
market. It should be noted, however, that many of 
the agreements that the United Kingdom has made 
with the transferable account countries provide for 
exchange rates based upon cross rates with the 
dollar. 

It should also be noted that the pound sterling 
before devaluation sold in some black markets at a 
discount. The amount of the discount did vary over 
time, providing, in effect, flexible exchange rates. In 
Italy, for example, the rate in May, 1949, for the 
pound sterling in the “parallel” market! was at a dis- 
count of 15% from the official rate. By taking the 
quotation for the United States dollar and the pound 
sterling in the Italian parallel market, the value of 
the latter currency works out to about $3.12, a rate 
well above the $2.80 set on September 18 by the 
United Kingdom. But this rate does not remain fixed. 
It fluctuates from month to month and from day to 
day? 

Another source of quotations for the pound ster- 
ling is the International Bank of Tangier, which re- 
ported the quotations on the Tangier free market. The 
following table shows the discount at which various 
holders of sterling were willing to sell their holdings. 


Dollar Rates for Various Pound Accounts, 1949 
Source: The Statist, August 6, 1949 


£ Belgian secount- see ee oe ela $3.70 bid |$3.68 sellers 
£ French No. 1 account............ 

£ Dutch transferable account......... 
£) Spanish pocount, sane. 2s oe eee a 


3.28-3.34 | 3.08-3.15 
3.15-3.25 | 3.08-3.15 


The system differs further from a multilateral sys- 
tem of clearings in that certain transfers cannot be 
made. As already stated, a transfer of sterling cannot 
take place between one bilateral country and another 
without permission. Nor can a bilateral country trans- 
fer its sterling to any countries in the transferable 


1Parallel markets are black markets in countries like France and 
Italy where official free markets are in existence. 
*See Bank for International Settlements, Nineteenth Annual 


Report, p. 122, for a comparison of the official and parallel quo- 
tations in Italy. 


or American group or to “other countries.” The only 
transfer that can be made without permission is to 
the sterling area. 

While the transferable account countries are per- 
mitted more freedom, certain transfers are denied to 
them. They cannot make transfers to either Ameri- 
can account countries or bilateral countries without 
permission from the exchange control. 

Of all the groups outside the sterling area, the 
American account countries are permitted the most 
freedom. The only countries to which they cannot 
make transfers are to the members of the bilateral 
group. The fact that all these prohibited transfers 
can be made if permission is obtained simply points 
up the nonautomatic character of the controls. 


CAPITAL MOVEMENTS STILL CONTROLLED 


Where freedom of transfer of sterling is permitted, 
this usually only applies to current transactions. For 
example, the agreement with South Africa! provided 
for the examination and control of capital move- 
ments “not required for any useful economic pur- 
pose.” The Czechoslovakian agreements? have a simi- 
lar clause and so do the agreements with the Neth- 
erlands. The agreement with Egypt, unlike those 
with other transferable account countries, does not 
permit automatic capital transfers to the sterling 
area, but only those agreed upon. Other cases could 
be cited, but they would all serve to make the point 
that, especially in the case of the transferable account 
countries, a member is not permitted to make capital 
payments in sterling to another member nor can it, 
in practice, convert its sterling into gold or dollars. 


BLOCKED STERLING ACCOUNTS 


Another difference between the present system and 
an uncontrolled one is the presence of the blocked 
sterling balances. As the title suggests, these are 
amounts in London owed to outsiders but which 
cannot be drawn upon. They have arisen mainly 
during the war and are a by-product of the use of 
the dollar pool to finance overseas expenditures. As 
of the end of June, 1945, it was estimated that these 
sterling balances amounted to about $13.5 billion 
at the old rate of $4.03. While there has been some 
change since then with shifts from one country to 
another, it is estimated that the total remained about 
the same at the end of 1948. 

These balances represent undischarged liens upon 
current production in the United Kingdom. To the 
extent that these balances are liquidated by the ex- 
port of goods and services, these goods and services 
cannot be used to pay for current imports from over- 
seas. Of course not all the balances will have to be 
liquidated this way because some of the holders will 


1Cmd. 7230 of October, 1947. 
2Cmd. 6694 of November, 1945, Cmd. 7174 of July, 1947, and Cmd. 
7585 of November, 1948. 
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UNITED KINGDOM EXCHANGE CONTROL REGULATIONS OUTLINE OF PERMISSIBLE TRANSFERS 
Source: Midland Bank Limited 


The arrow indicates direction of transfers, permitted without the necessity of individual approval 
by the U.K. Control, between different categories of sterling accounts. All other transfers require 
separate approval. 


AMERICAN ACCOUNT COUNTRIES 


TRANSFERABLE ACCOUNT COUNTRIES 


Bolivia Anglo-Egyptian Sudan 
Colombia Chile 
Costa Rica Czechoslovakia 
Cuba Dutch Monetary Area 
Dominican Republic 
Ecuador Inter-transfers _ Ethiopia 
Guatemala permitted, preowned Finland 
Inter-transfers. = Haiti bantanacomtien ean 
permitted Honduras designated as a Italy 
Mexico **Transferable Norway 
Nicaragua Account’. 
Panama i 
Philippine Islands Spanish Monetary Area 
Salvador Sweden 
U.S.A. and its Dependencies U.S.S.R. 


Venezuela 


‘“OTHER COUNTRIES’’ 
Afghanistan, Albania, 

pte eee Ex-Italian Colonies, Liberia, 

ny Nepal, Saudi Arabia, Southern Korea 


SCHEDULED TERRITORIES (“Sterling Area”) 
Broadly speaking, British Commonwealth and Empire except Canada 


inter-transfers are iti ape 
freely permitted: British Mandated Territories of Cameroons 


Herta eane 

tations are . 

aie by local South West Africa 

controls, e.g. Tanganyika 

Houtongs Fiji, Togoland and Western Samoa 


India and British Protectorates and Protected States 
Australia. Burma, Eire, Iceland, Iraq 


“‘BILATERAL’’ COUNTRIES 


Argentina Lebanon 
Austria Palestine 
Belgian Monetary Area Paraguay 
Brazil Peru 
Inter-transfers Bulgaria Portuguese Monetary Area 
not Canada Roumania 
permed unless China Switzerland 
ee by Denmark (including Farde Islands and Greenland) Syria. 
U.K. Control France and French Monetary Area Tangier 
French Somali Coast Transjordan 
Germany (Western Zones; Russian Zone) Turkey 
Greece Uruguay 
Hungary Vatican City 


Japan Yugoslavia 
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want to hold sterling as part of their reserves of 
international currency. It has been suggested that 
approximately $8 billion will have to be repaid, scaled 
down or funded. These balances which are mostly 
owed to sterling area countries represent the most 
important exception to the otherwise wide trans‘era- 
bility of sterling within that area. 

It must also be recognized that separate exchange 
control is also exercised by some of the nations in the 
American account countries, in the transferable area, 
in the sterling area and in the bilateral account coun- 
tries. In order to achieve complete convertibility of 
one currency into another, the exchange restrictions 
of those countries as well as those of the United King- 
dom would have to be swept away. 

On top of the British exchange control, there has 
been grafted the Intra-European Payments Agree- 
ment designed to free European trade. But the plan 
has complicated the job of exchange control for the 
United Kingdom. 


THE INTRA-EUROPEAN PAYMENTS PLAN 


In order to start international trade after the war, 
payment schemes, mostly bilateral, were devised to 
facilitate transfer in the absence of stable currencies 
and the shortage of gold stocks. These schemes served 
a useful purpose in initiating trade which would prob- 
ably not have been carried on otherwise. In essence, 
these payment agreements provided for the mutual 
extension of credit by the central banks to the other 
party to the agreement. Over the agreed line of credit, 
balances had to be settled in gold or convertible 
currencies. 

But these payment agreements soon outgrew their 
usefulness. When the line of credit was exhausted, 
trade tended to be hampered because of the necessity 
of settling in gold or convertible currencies. Further- 
more, these agreements only provided for current 
transactions. There was no provision for the interna- 
tional movement of capital. 

Out of these original bilateral payment agreements, 
there gradually emerged what is now known as the 
Intra-European Payments Agreement which has now 
been integrated with ERP aid. The essence of the 
agreement is the granting of conditional aid by the 
ECA to creditor nations in intra-European trade. 
This aid is extended in dollars with the condition that 
the creditor nation extend equivalent drawing rights 
in its own currency to its intra-European debtors. The 
preliminary schedule of drawing rights and corre- 
sponding conditional aid have been completed by the 
OEEC for 1949-19501 

Thus, if it is estimated that the United Kingdom 
is expected to be a creditor in its trade with France, 
it will receive as conditional dollar aid the amount of 


1See Record and Statistics Supplement to The Economist, Sept. 10, 
1949, p. 282. 


its surplus, if it permits France to exercise drawing 
rights in that amount. The drawing rights are, in fact, 
grants so that France has in reality been the indirect 
recipient of Marshall plan aid. 

Dissatisfaction had been growing with the device 
of drawing rights and conditional aid as first drawn 
up because of the nontransferability of these rights. 
Thus, if a miscalculation had been made in the orig- 
inal estimates of trade balances, no rectification could 
take place. 

The present plan calls for limited transferability of 
drawing rights. A compromise was reached within 
the OEEC calling for the transferability of 25% of the 
drawing rights at the option of the debtors. Such 
transfers are to be automatically accompanied by a 
transfer of conditional dollar aid. 

The procedure would be as follows: If the United 
Kingdom agreed to extend the equivalent of $200 mil- 
lion in drawing rights to France, 25% of that amount, 
or $50 million, could be transferred to another country 
if France desired. The country to which the rights 
were transferred would then be the recipient of $50 
million of conditional] aid transferred from the account 
of the United Kingdom. 

The new agreement thus provides for the partial 
correction of initial miscalculations in the balance of 
payments among nations. It also may stimulate com- 
petition among creditor nations to the extent of re- 
ducing prices and costs. This competition will be 
brought about by the threat of the loss of conditional 
dollar aid attendant upon the decision by the debtor 
nation to shop around and obtain the best buy for 
its drawing rights. 


PAYMENT AGREEMENTS 


Also contained within the intra-European agree- 
ments are the provisions for the so-called first and 
second category compensations. Under the second 
category compensations, a certain amount of trans- 
ferability of currencies is implied. For example, if the 
United Kingdom agreed, sterling owned by one coun- 
try could be transferred to a third country in pay- 
ment of a debt. This action would serve to increase 
the third country’s holdings of sterling. It is quite 
possible that the holdings of sterling of the third 
country would be increased to such an extent as to 
occasion an outflow of gold or dollars from the United 
Kingdom. 

In the eight months after the intra-European pay- 
ments scheme came into force in October, 1948, the 
United Kingdom had to pay £12.2 million to Belgium 
and £5.6 million to Switzerland in gold and dollars. 
Britain is striving to make arrangements to limit the 
accumulations of sterling by these countries, but diffi- 
culties are encountered: 


“The main trouble in the case of Belgium is that 
although that country is not accorded full membership 
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in the transferable account group of countries and can 
therefore receive sterling from third countries only to the 
extent agreed with the British authorities, in practice it is 
extremely difficult to limit the use of sterling in trade be- 
tween Belgium and third countries owing to Britain’s 
moral obligations under the European Recovery Program 
and other factors.” 


It must be realized that while the exchange con- 
trols of the United Kingdom have been effective in 
maintaining the external value of the pound, the en- 
forced maintenance of such a rate, it has been con- 
tended, simply prolonged an eventual adjustment and 
actually intensified the problem. There is no assur- 
ance that the new rate of $2.80 is the one to solve 
Great Britain’s problem. As a matter of fact, in the 
absence of rates set by competition, it is prob- 
ably impossible to say what rate would solve her 
problem. 

It has been claimed by many economists, business- 
men and government officials that the overvaluation 
or undervaluation of most currencies of the world 
leads not only to a distortion of trade but actually to a 
reduction of the total flow. The distortion is brought 
about by the unequal overpricing or underpricing of 
currencies in terms of the United States dollar. To 
the exporter of any country, it is desirable to sell in 
countries whose currencies are overpriced in terms of 
his own because the proceeds of the foreign sale when 
converted into domestic currency at the official rate 
will result in the largest possible return. 

Similarly, an importer will be inclined to buy in the 
countries whose currencies are underpriced in terms 
of his own. The price to the importer in terms of his 
own currency will be a minimum this way if conver- 
sion is made at the official rate. 

As a result of these concurrent movements, most 
countries tend to become even shorter of those hard 
currencies which are underpriced in terms of their own 
currency. While a country adds to its holdings of soft 
currencies, the limit to the over-all growth of trade lies 
in the accumulation of these “soft” currencies by the 
creditor nations. These countries cannot buy the 
goods they desire because they have used their re- 
sources on the acquisition of soft currencies usable 
only for the goods they do not want. The countries 
with debit balances have nothing to offer but their 
own currency and so find it nearly impossible to buy 
anything at all. Most of the nations devaluing have 
reduced the external value of their currency by the 
same percentage. As a result, their position with 
respect to one another is unchanged. Unequal pricing 
in terms of the United States dollar has not been elim- 
inated; the rigid exchange rates have not been abol- 
ished. 

What will devaluation do for Great Britain? It is 
a commonplace that the country which devalues its 


1The Statist, June 11, 1949, p. 656. 


currency makes its exports cheaper in terms of a 
foreign currency and makes its imports dearer in 
terms of its own currency. The two forces should 
serve to curtail imports and expand exports in the 
absence of other factors and thus serve to cut down 
the trade deficit. 

Will that actually be the result in Great Britain in 
its relations with the United States? The chief United 
States imports and exports to the United Kingdom 
are shown in tables 5 and 6 of the previous article in 
this series.1 It is not likely that the chief import from 
the United States, petroleum, will be curtailed very 
much by devaluation. Petroleum is a necessary indus- 
trial material. Curtailing its importation implies a 
curtailment of Britain’s industrial production. Pos- 
sibly, other sources of supply could be developed, 
however, as the Joint Communique” suggests. 


EFFECT ON BRITAIN 


The next most important import, tobacco, may pos- 
sibly be cut, as well as imports of dairy products, but 
these would involve a further reduction in the plane of 
living. It may be advisable to maintain these imports. 
Unmanufactured cotton, the third most important 
import, may be maintained because about one seventh 
of the value imported is exported to the United States 
in the form of cotton manufactures. The importa- 
tion of various types of machinery will probably have 
to be kept up because curtailment would again 
imply a curtailment of industrial activity in Great 
Britain. 

Devaluation may be effective in increasing the im- 
ports of Scotch whiskey into the United States, since 
it may have the effect of reducing the price of im- 
ported whiskey and making it more competitive with 
domestic whiskey. But the possibility of price reduc- 
tion is limited because so much of the cost of Scotch 
whiskey to the American consumer consists of taxes 
which will not be affected by devaluation. There does 
not appear to be any difficulty in selling Scotch whis- 
key at present in the United States. 

As to motor vehicles and parts, a reduction in price 
may not do much to increase exports to this country. 
In the first place, British production seems to excel in 
either very high-priced cars or in small cars. A reduc- 
tion of 30.5% in the value of the pound would bring 
a $20,000 car down to: $14,000. But will this do much 
to stimulate sales? The reluctance to purchase small 
cars seems to stem from the fact that they are small 
and do not have the look and prestige of a big car. On 
top of these deterrents is the reluctance to buy any 
foreign car because of servicing difficulties. 

Manufacturers of woolen goods, linens, pottery, 
glassware, among others, will most likely benefit from 

1See Lawrence A. Mayer, “Britain in 1949,” The Conference Board 
Business Record, August, 1949. 


*See text in The New York Times, September 13, 1949, p. 8. 
5Prices of English cars will be reduced by only 20%, it appears. 
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devaluation. Prices seem to be one of the most im- 
portant factors holding down sales. 

Devaluation will help only if on balance it is able 
to stimulate sales to such an extent that the disad- 
vantage of the lowered unit price involved is over- 
come. Allowance must also be made for the fact that 
others besides the United Kingdom are devaluing and 
are also striving to expand their dollar earnings. 
Account must also be taken of the upward push that 
devaluation will exert upon domestic prices, especially 
of food. 

Since the United Kingdom has traditionally fi- 
nanced her trade deficit by her surplus on invisible 
items, what effect will devaluation have upon this part 
of her balance of international payments? Britain’s 
net income from invisible items is shown below. 


Table 5: Britain’s Income from Invisibles 
Source: British Economic Record, September 3, 1949 
Millions of Pounds Sterling 


Annual 
Net Income (or Deficit) Average 
1936-38 


Shipping). ge seet aoa era er 105 
Overseas investments, etc............ 
Government expenditure overseas. .... 
Other. items: yt...) tase nag ooh 
Net surplus (+) or deficit (-)......... 


In the first place, it cannot be expected that gov- 
ernment expenditures overseas will be much influenced 
by changes in prices. These expenditures are under- 
taken mainly for strategic purposes and not in re- 
sponse to price changes. 

Secondly, it cannot be expected that income from 
overseas investments in terms of the foreign currency 
will be increased because of devaluation. A dollar of 
interest or dividends will still be a dollar of income, 
although it may be converted into a greater number 
of pounds sterling. It will still buy only a dollar’s 
worth of American goods or discharge a dollar’s worth 
of liabilities. 

Income from shipping will probably be increased, 
but it may take some time before this occurs. Brit- 
ain’s merchant marine was severely hit by the war. 
While her tanker fleet is now greater than it was 
before the war, the United Kingdom still had to 
charter American tankers in 1948 as a result of the 
increase in the oil trade. What is left of the merchant 
marine is evidently still below prewar totals and it 
too has to be supplemented by chartered ships. It 
would thus appear that increased earnings from this 
source would have to wait upon the construction of 
more ships. Tourist trade may very well be stimu- 
lated but Great Britain pays out more for travel, in- 
cluding business travel, than she receives from that 
source. 

Frank Gaston 
Division of Business Economics 
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The Price Drop Continues 


HE consumers’ price index compiled by THE Con- 

FERENCE Boarp edged downward again (0.3%) on 
July 15. The July index of 161.1 represents a decrease 
of 3.2% from the record high of 166.5 computed in 
August and September, 1948, but is still 24.0% above 
June, 1946, the last month of OPA controls. 

The rent component of the index was the only 
major group to show an increase on July 15. All other 
components showed declines over the month with 
the exception of sundries, which showed no change. 


A YEAR OF PRICE CUTS 


Consumers’ prices, after almost a year of deflation 
from their postwar high of last summer, were only 
3.2% lower than a year ago. The consumer dollar will 
buy only two cents’ worth more goods than it would 
in July of last year. 

Retail food prices, the most heavily weighted group 
in the index, were 0.6% below their level of June 15. 
The most common increases occurred in the prices of 
flour, dairy products, spinach, lettuce, canned peas, 
sugar, coffee, prunes and cornflakes. Lower prices 
were indicated for beef roasts, veal, fish, fresh fruits, 
some canned vegetables and tea. The large harvests 
again point to lower feed-grain prices with consequent 
reductions to consumers. 

The cost of clothing has decreased 0.7% over the 
month, and 6.9% over the year. The current decreases 
reflect lower prices for men’s suits, overcoats, cotton 
shirts, underwear, and pajamas and women’s night- 
gowns. The clothing index has been coming down 
steadily for the past ten months and there is every 
indication that the downward trend will continue. 

The furniture index showed the greatest month-to- 
month decrease, declining 1.1% since mid-June. 
Among the specific commodities declining in price 
were bedroom, living room and dining room suites, 
as well as major appliances, curtains and sheets. Fur- 
niture prices should continue to decline this fall, as 


PRICE RISE SLIGHT IN AUGUST 


Preliminary estimates indicate that consumers’ 
prices for August 15 will rise 0.1%. Tue ConFrereNce 
Boarp’s index is now 161.2. Preliminary data reveal 
an increase in food of 0.1%; sundries are up 0.3%; 


clothing and housefurnishings down 0.6% and 0.4%; 
the fuel index remains the same; housing is not sur- 
veyed this month. 

These data are based on complete reports for se- 
lected cities. 
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prices at the recent New York Furniture Exposition 
were reported to be about 10% lower than they were 
a year ago. 

Rent, which is surveyed quarterly, showed a 0.4% 
increase over the April 15 level. Rent control, or the 
lack of it, has begun to show its effect by a 23.3% 
increase in Dallas. Fuel prices were slightly lower 
(0.1%) than a month ago. 


Of the sixty-two industrial cities surveyed in July, 
fifty-two experienced over-all price declines since June, 
ranging from 0.1% to a low of 1.2%. Increases were 
noted in nine cities, and only one city showed no 
change. The median average of all cities showed a 
decrease of 0.4%. 

SHIRLEY Fass 
Statistical Division 


Fraud in Unemployment Insurance 


NEMPLOYMENT insurance benefits which 

have been proved fraudulent are believed to 
represent not more than one half of one per cent 
of total benefit payments. State outlays for unem- 
ployment insurance, however, amount to hundreds 
of millions of dollars each year. Thus, even though 
percentagewise it may be small, the actual loss trace- 
able to detected fraud is significant. 

While the volume of detected fraud is low, there 
is no basis for complacency over present fraud-contro] 
efforts. The problem of fraud is not being attacked 
in a thoroughgoing manner in many states. This 
conclusion emerges from a recent. nationwide inquiry 
by the Bureau of Employment Security and stems 
from lack of full-time assignments to fraud investiga- 
tion work and failure to successfully prosecute fraudu- 
lent claimants in a number of states. It is also based 
on the frequent absence of information on fraud. con- 
trol. The bureau has recommended that each state 
carefully review its methods of fraud prevention and 
detection and promptly establish at least three mini- 
mum essential devices— claims control, fraud investi- 
gation units, and publicity. 


TYPES OF FRAUD 


Fraud in unemployment insurance may be defined 
as wilful misrepresentation to obtain benefits. In- 
stances of wilful misrepresentation are those in which 
facts material to the determination of a claim are 
knowingly falsified or concealed by the claimant. By 
far the most common type of fraud is the improper 
claiming of benefits by employed individuals, and 
the second most prevalent type the claiming of bene- 
fits by persons who are not “able and available” for 
work.! Forgery, the filing of a claim by one person 
in the name of another person, with or without the 
other person’s consent, is believed to occur only 
rarely. Other fraudulent practices are known to exist, 
but not in any quantity. Employer collusion to ob- 


1See “Unemployment Insurance Disqualifications,” in The Business 
Record, June, 1949, pp. 225-30, for a description of the eligibility and 
disqualification provisions of the state laws. 


tain benefits and abuses by agency employees might 
be mentioned as examples. 


CONTROL OF CLAIMS 


The every-day processes of handling claims are 
immensely important in preventing or detecting 
fraud. The Subcommittee on Fraud Prevention and 
Detection, which is composed of employment secur- 
ity officials from various states, believes that while 
strict administrative procedures may not eliminate 
all fraud, they will help to reduce it to “that clear- 
cut type of deliberate criminal activity which re- 
quires downright dishonesty and a pronounced de- 
gree of low cunning for its perpetration.”! On the 
basis of state experience, these experts consider the 
following six points to represent an adequate system 
of claims control: 


1. Weekly in-person reporting of claimants; 

2. Contacts with the claimants’ previous employers, 
to obtain information on the causes of their unemployment; 

3. Testing of the claimants’ availability and capability 
through offers of jobs by the employment service; 

4. Current checks on the claimants’ own job-seeking 
endeavors; 

5. Periodic analysis of comprehensive questionnaires, 
prepared by claimants to substantiate their eligibility for 
benefits; 

6. Frequent expert interviews of claimants by qualified 
claims examiners. 


Claimants are interviewed when they apply for 
benefits to determine why they are unemployed. The 
interviewer is in a good position to know the state 
of the labor market in his locality, and may, by care- 
fully questioning a claimant who is not available or 
has quit voluntarily, etc., either elicit the true cause 
of the unemployment, or find flaws which require 
investigation. Employer cooperation is essential, 
however, to bring out all the relevant facts at issue. 

1Report of Subcommittee on Fraud Prevention and Detection,” 


July 30, 1948, Unemployment Compensation Program Committee, 
Interstate Conference of Employment Security Agencies, p. 1. 
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Every state has some procedure for obtaining in- 
formation from a claimant’s previous employer or 
employers. Some require the employer to furnish a 
separation notice to each employee who is discharged 
or otherwise leaves his employ, which the employee 
must present to the local office. Others require em- 
ployers to mail a separation notice to the agency 
only with respect to selected claimants. There are 
numerous variations in these procedures, but in all 
states some formal method is prescribed by which a 
claimant’s statement as to his unemployment is sub- 
ject to verification by his former employer. In 
this connection, most state laws provide for some 
form of notification, after benefits have been paid, 
to the recipient’s former employers whose experi- 
ence rating will be affected by such payments. It 
is to the interest of the employer to examine these 
notices carefully and where he finds suspect cases 
to furnish evidence that the employee obtained bene- 
fits improperly. 

A claimant normally reports to the claims office 
each week on a stated day and in large offices at a 
stated hour. To reduce the possibility of employed 
persons taking time off from work to come to the em- 
ployment office, most states do not schedule continued 
claims-taking during the noon hours and many states 
rotate the time for claimants’ reporting. The claim- 
ant is also required to register for work at a public 
employment office. His reaction to suitable job op- 
portunities will often reveal whether he is really 
available for work. Employers’ cooperation in using 
the public employment service would help channel 
suitable jobs to the unemployed and weed out those 
not in the labor market. 

It is difficult at times to test the claimant’s avail- 
ability. In depressed areas, following mass layoffs, 
there may be no suitable job vacancies to which to 
refer the claimant. At present, New England is 
an example of this type of situation. In regions 
with few and specialized types of employment op- 
portunities, it may not be possible to offer the claim- 
ant work for which he is fitted. Alabama and Michi- 
gan have attempted to handle this problem by pro- 
viding that claimants must seek work either at the 
locality where the base wages were earned or at a 
locality where such work is available. 


FRAUD INVESTIGATION UNITS 


The majority of states do not specifically assign 
personnel to fraud investigation work on a full-time 
basis, although a specialized investigating staff is 
listed as an absolute necessity by the Subcommittee 
on Fraud Prevention and Detection... If there is 
an adequate control of claims, suspicious instances 
requiring investigation are bound to arise. Whether 


1Report of Subcommittee on Fraud Prevention and Detection, 
op. cit., pp. 1-2. 
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or not a foolproof case, based on sound evidence, 
will be prepared for the use of the public prosecu- 
tor depends upon the knowledge and aptitudes of 
the persons entrusted with preparing the case. In 
the opinion of the subcommittee, too much is at 
stake to leave fraud investigation to persons who 
are not specialists. To discourage fraudulent prac- 
tices, the subcommittee thinks it is essential that 
every state should have at least one person on its 
staff who is a specialist in fraud investigation and 
fraud control. 
PUBLICITY 


Publicity of discovered fraud and its punishment 
is now popularly considered to be a strong deterrent 
to abuse and one of the “musts” in a fraud preven- 
tion program. For this reason most states prosecute 
the claimant when they feel that the evidence against 
him is convincing; 7.e., a substantial amount of bene- 
fits have been drawn, fraudulent intent is clearly 
established, and there appear to be no extenuating 
circumstances. In cases where a conviction is un- 
likely, it is considered wiser not to bring the claim- 
ant to court as an unsuccessful prosecution is con- 
sidered worse than no prosecution at all. 

The Subcommittee on Fraud Prevention and De- 
tection emphasizes that publicity is constructive 
only when it indicates that the state agency is 
strictly controlling claims. If it discloses administra- 
tive laxity, it serves as an invitation to crime. Good 
publicity, on the other hand, encourages the public 
to cooperate with the state agency by furnishing 
information on suspected fraud. Telephone calls and 
letters, anonymous and otherwise, from neighbors and 
workers as well as employers, often put the agency 
on the track of a fraudulent claim. 


CHECKS ON FRAUDULENT PAYMENTS 


Many devices are used to uncover the most preva- 
lent type of fraud—claimants who are employed 
while they are seeking benefits. One of the com- 
monest methods is to match benefit payments dur- 
ing a calendar quarter with wage reports received 
from employers for the same quarter. If an indi- 
vidual received both benefits and wages in substan- 
tial amounts, the agency investigates further and 
obtains a statement from the employer on the indi- 
vidual’s earnings in each week during such quarter 
in order to determine for specific weeks whether he 
was employed while claiming to be unemployed. This 
method is generally designated as a “postaudit,” and 
is used by thirty-six states. Most of these states 
select a sample of claims for postaudit since the pro- 
portion of overpayments detected in the process is 
low in relation to the number checked. This method 
obviously does not detect overpayments until some 


‘Report of Subcommittee on Fraud Prevention and Detection, 
op. cit., p. 2. 
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time after they occur, but it serves as a deterrent 
to fraud by increasing the probability of detection. 
The area of employment potentially covered by this 
device is coextensive with the unemployment insur- 
ance coverage of the applicable state law. It there- 
fore does not detect cases in which a recipient has 
drawn benefits while working in noncovered em- 
ployment. 

Industry surveys are a second device which have 
been successfully used in discovering employed in- 
surance beneficiaries. This method compares the 
names of all persons currently employed in a given 
factory or industry or community with the current 
benefit register. It has been used to detect fraudu- 
lent claims by persons employed in post offices dur- 
ing the Christmas rush, agricultural workers, and 
others in noncovered employment, as well as in cov- 
ered industries. It was as a result of a routine in- 
vestigation of stevedoring concerns that the New 
York unemployment agency recently uncovered 883 
persons who were receiving insurance checks while 
working. 

A third device is the accession notice from cov- 
ered employers indicating the names and social secur- 
ity numbers of all persons whom they put on their 
pay roll. It has an added advantage since it catches 
the claimant even before he consummates his fraudu- 
lent intent. However, this advantage is bought at 
the expense of additional employer reporting. It is 
in use in only two states—Connecticut and Mary- 
land—whose agencies are convinced that the acces- 
sion notice is very effective both as a detector of 
fraud and a deterrent. 


ADMINISTRATIVE FINANCING 


At least half the states feel that their present 
methods of preventing and detecting fraud are in- 
adequate. A major reason for this is the lack of 
funds for administrative purposes. The Advisory 
Council on Social Security has pointed out that al- 
though the federal law specifically requires “such 
methods of administration as are reasonably calcu- 
lated to insure the full payment of compensation 
when due,” it does not provide an equivalent require- 
ment for administrative methods that will prevent 
improper payments. The council proposed that this 
situation be corrected. 

At present, the 0.3% of covered pay roll which the 
Federal Government derives from the federal un- 
employment tax goes into the Treasury of the United 
States without earmarking. Administrative costs 
of state unemployment insurance programs are fi- 
nanced by grants to the states from the general rev- 
enues of the Federal Government. The costs of col- 
lecting the tax, together with the grants for adminis- 
tration, have fallen some one billion dollars short of 
the amount collected. When the expenses of the em- 
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ployment service are also deducted, the balance is 
about $500 million. The council believes that this 
federal “profit” is unjustified and that all the pro- 
ceeds of the federal tax should be earmarked for the 
use of the employment security programs. It sug- 
gests that some funds which could be used for ad- 
ministration be automatically assigned to the states.’ 


PSYCHOLOGICAL FACTORS 


A disturbing abuse has been revealed in the United 
States in programs involving insurance and similar 
kinds of payments. Persons seem to adopt a double 
standard of morality. Many who would not lie or 
cheat in the ordinary course of events resort to such 
devices to elicit undeserved benefits from large im- 


_personal organizations, public or private. And there 


seems to be a willingness on the part of the public 
to condone such dishonest dealings. Part of the 
deception under unemployment insurance may be 
attributed to ignorance of the purposes of the pro- 
gram and the way in which it is financed. The false 
notion that the employee has been contributing to- 
ward social security and therefore has benefits com- 
ing to him is certainly quite prevalent. This type of 
unwarranted claim could probably be reduced by 
more thoroughly educating the insured population. 
A good fraud prevention and detection program, how- 
ever, appears to be essential in keeping to a minimum 
the amount of undeserved benefits paid out. 

Unfortunately, at a time when unemployment is 
on the increase, there are pressures from some quar- 
ters to “go easy” on insurance claimants as the indi- 
vidual claim is considered to be less important than 
the maintenance of purchasing power. It is urged 
that factors not ordinarily decisive in determining 
eligibility for benefits be taken into consideration, 
such as the “need” of the claimant. But this repre- 
sents a change in the purposes for which the program 
was established, and might endanger the solvency of 
the insurance fund. 

Mrirtam Civic 
Division of Business Economics 


1“Unemployment Insurance,” A Report to the Senate Committee 
on Finance from the Advisory Council on Social Security, 1948, 
pp. 15, 37. 


The Variation of Costs with Volume—A discussion of the 
terminology and the methods used in measuring the 
variability of costs with volume. N.A.C.A. Bulletin, 
Research Series No. 16, June 15, 1949. 


Industrialization in Holland . . . Achievements and 
Targets—A broad review of the industrialization in 
Holland with special emphasis on the postwar recovery. 
Rotterdamsche Bank, Quarterly Review, No. 2, 1949. 
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Postwar Savings Patterns 


| elt savings during the first half of 1949* 
rose 38% over 1948—much more than the rise in 
disposable income. The explanation for this consider- 
able difference of movement seems to be that individ- 
uals were not going into debt so much and were in fact 
liquidating some of the debt they had earlier in- 
curred.” 

The percentage of income saved rose from 6.3 in 
1948 to 8.5 in the first half of 1949 as savings reached 
an annual rate (seasonally adjusted) of $16.6 billion, 
according to the Department of Commerce. This 
upward movement contrasts with the decline in per- 
sonal savings which occurred after the war and which 
reached its low point in 1947. Changes prior to this 
year in savings were caused by the differing amounts 
of income plowed back into unincorporated business 
and farm enterprises.2 Changes in inventories, par- 
ticularly farm stocks, comprised a major factor of 
these plowed-back earnings. Except for these business 
investments, savings of individuals out of income have 
remained fairly stable. 

The Department of Commerce defines personal 
savings as that part of disposable income not spent 
on consumption goods. Accordingly, savings include 
increases in individuals’ holdings of cash, securities, 
insurance, and repayment of debt. Expenditures on 
residences are also considered savings. In addition, 
personal savings include the business savings of unin- 

10On a seasonally adjusted annual rate. 


*Part of the decrease in noncorporate business debt was evidently 
seasonal. Except for seasonal changes in cash and securities, there 
was little variation in the components of savings. Net equity in non- 
farm dwellings increased, although the change was small on a season- 
ally unadjusted basis. 

3Unincorporated business will be used in the following discussion 
to designate only nonfarm businesses. 


Table 1: Personal Savings Estimates, 1940-1949 
Sources: Department of Commerce; Securities and Exchange 
Commission 


Billions of Dollars 


Department of | Securities and 
mmerce Exchange Com- 
“Residual” {mission “Direct”| Discrepancy 


Statistical 


Estimate Estimate 
WO40  5} Jere see ine 8.7 a) -2.0 
LO4L Sends mah oboe as 9.8 11.0 -1.3 
N48 d,s: ccvayecctetn irs oneltie 25.6 $1.7 -6.1 
LOMB cs cence attains sare 80.2 85.1 -4.9 
1046S a renee 35.4 86.6 -1.2 
RDAS,, «iain. ston erent eee 28.0 $1.5 -8.5 
OSG co. 2 eee 10.8 1g. '9 2.6 
OAT 2 oho aes ses ve 6.1 6.3 =1.3 
OMG Sates siedees een ahs 12.0 13.7 -1.7 
1949—first halft......... 16.6 na. n.a. 
Seasonally adj annual rate. 


n.a.Not available, 


corporated businesses and farm enterprises. Business 
savings reflect additions to plant, equipment, and in- 
ventories, as well as increases in cash and security 
holdings and liquidation of debt. 

From this definition, it is evident that personal sav- 
ings can be measured either by subtracting consump- 
tion expenditures from disposable income, or by di- 
rectly measuring increases in the components of 
savings (such as securities, insurance, etc.). The 
former (residual) method is employed by the Depart- 
ment of Commerce in obtaining its personal savings 
estimates, while the direct method is used by the Se- 
curities and Exchange Commission.t 

Although both procedures should yield identical 
results, inability to measure the various economic 
magnitudes exactly militates against precision. Esti- 
mates of personal savings by both methods appear in 
Table 1. Savings estimates of farm enterprises,” un- 
incorporated businesses, and individuals* comparable 
with the direct estimate of personal savings appear in 


1The liquid savings estimates of the Securities and Exchange Com- 
mission have been adjusted to the definition of the Department of 
Commerce and are published in its national income supplement. 

?Nonbusiness savings of farm operators which are difficult to segre- 
gate have been included in savings of farm enterprises. 

"Includes professional business, nonprofit institutions, and private 
pension, welfare and trust funds. Persons are by far the most im- 
portant constituent of this group. 


Table 2: Savings of Persons Living on Farms, and 
Persons Living Off Farms 
Source: Tur ConrerRENCcE Boarp 
Dollar Figures in Billions 


Income | sump- 


r |_ tio Sav- 

Texest |Expend- ro ed = 
itures* (Ad- 

justed)* 

Persons not living on 
farms 
LOAO waite ds cae Rae 66.2 | 62.6 3.6 5.5 teh 
NOG S a erratic ie eee 80.8 | 72.6 8.29) 10.4 10.8 
1942-5 annual average}114.5 | 90.8 | 23.7 | 20.7 24.5 
W046) oceans wither 136.6 {127.1 9.5 6.9 8.2 
MOST SS Ss bee op eran 153.2 |143.7 9.6 6.2 4.4 
1O4B a5. ea cle ois Meas 163.4 {154.9 8.5] 5.2 6.6 
Persons living on farms 
pT ar BAe Se 8.1 7.5 6 7.3 | 7.9 
TOADS Fire dae see 10.6 8.4 2:1 | 20.8 -1 | 20.9 
1942-5 annual average] 16.5 | 12.8 | 4.2 | 25.4 1 |-25.9 
NOAG oes aso th  eate 19.5 | 18.1 1.4 7.3 2% 8.3 
LORY Soiss's ase Meares 21.4 | 22.0 -.6 | -2.8 -2 | 21:7 
19483320 eH Pentl 24.7 [122.2 2.5 | 10.0 -2 | 10.8 
Personal tax and nontax payments, 
2Computed as the difference between income and savings. Consumption expendi- 


tures for all persons differ from those of the Department of Commerce by the statis- 
tical discrepancy in Table 1. noe 

‘Increases in farm holdings of individual landlords living off farms are included in 
savings of nonfarm persons. A a 

‘Retained earnings have been added to both incomeand savings. 
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Table 3. Both estimates reflect the huge bulge in war- 
time savings, the sharp decline in savings in the early 
postwar period, and the subsequent rise in savings 
during 1948. 

Personal savings (measured by the direct approach) 
fell from $12.9 billion in 1946 to $6.3 billion in 1947, 
subsequently rising to $13.7 billion in 1948. Plowed- 
back business earnings fell from $3.1 billion in 1946 
to -$3.6 billion! in 1947, and then rose to $4.8 billion. 


1A negative savings figure indicates that the net worth of unincor- 
porated businesses and farm enterprises declined 


More than one half the changes in the amounts of 
business savings occuring between 1946 and 1948 
—and hence of total personal savings—was owing to 
inventory changes, principally of farm enterprises. The 
decline of $2.2 billion in farm inventories in 1947 re- 
flected the abnormal demand for foodstuffs from both 
domestic and foreign sources, and in a sense was 
involuntary. 

Fluctuations in personal drawings from unincor- 
porated businesses are also considered a major factor 
in the postwar movement of business savings. (See 


TABLE 3: ESTIMATES OF SAVINGS OF INDIVIDUALS, UNINCORPORATED BUSINESSES, 
AND FARM ENTERPRISES, 1940-1948! 
Sources: Tar ConFrereNnce Boarp; Securities and Exchange Commission; Department of Commerce 
Billions of Dollars 


1942-1945 
Annual 


Savines or InpivipvAts? 


Net purchases of nonfarm residences, less depreciation®............... 
Panmeation Obmorieage dept!) 2... sce nes te coe Serate ee swe ssies 


Increase in equity of nonfarm residences......................-. 


Increase in liquid asset holdings: 
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Increase in insurance and pension reserves....................--.00. 
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Savines or Unincorporatep Business (Excluding Farms) 


New construction and equipment, less depreciation®................. 
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Increase in liquid asset holdings: 
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Savines or Farm ENTERPRISES AND OPERATORS” 


New construction and equipment, less depreciation®.................. 
PRIMER AE IR ANVCTILOXICS orca sc ee ce ee eee stte as cleat as ood os 
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Increase in liquid asset holdings: 
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1Because of inadequate data, estimates of certain items, such as changes in debt 
of institutions and trust funds, in holdings of commercial real estate and in farmer 
holdings of nonfarm property, are excluded. 

Includes persons, professional business, nonprofit institutions, private trust funds, 
and private pension and welfare funds. 

4Includes purchases by proprietorships and partnerships. 

4Mortgage debt on one-to-four family nonfarm dwellings. 

5Does not include net —— by brokers and dealers, or other individuals 
financed by bank loans, des armed forces leave bonds. 

Includes farm real estate mortgages. 

7™onsumer debt to banks, corporations and unincorporated business, and sundry 
debts to unincorporated businesses and farms, 
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lee rahe purchases of used plant and equipment from the United States Gov- 
ernment. 

*Includes inventory valuation adjustment. 

Includes savings and loan shares. 

Net debt to corporations, financial intermediaries, farms and individuals. 

12Includes increases in farm holdings of individual landlords living off farms, but 
excludes increases in holdings of financial intermediaries and corporations. 

Includes farm dwellings. 

Mortgage and short-term debt ee consumer debt) to corporations, finan- 
cial intermediaries, uninco: ip | nae businesses and individuals. Increases in farm 
holdings of corporations and ial intermediaries are considered an increase in debt. 
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Table 5.) Withdrawals rose from $15.7 billion in 1946 
to $22.4 billion in 1947 and then declined to $18.0 
billion in 1948. It would seem that in 1947 proprietors 
had been drawing on business reserves to finance per- 
sonal expenditures, especially for automobiles, since 
purchases of cars rose 86% from 1946 to 1947. Larger 
withdrawals for family living were made from farm 
enterprises in 1947, but not to the extent exhibited 
by owners of unincorporated businesses. 


FORMS OF SAVINGS 


A substantial proportion of savings of individuals 
and business was channeled into currency and bank 
deposits before and during the war, and in the early 
postwar period. Since 1946, savings through cash have 
declined. In 1948, and during the first half of this 
year, cash balances were in the process of liquida- 
tion. This downtrend occurred in holdings of currency 
and demand deposits only; holdings of time deposits 
rose continually since before the war. Shares in sav- 
ings and loan associations increased in importance as 
a medium for individual savings. In 1948, they repre- 
sented 14.1% of individual net savings as compared 
with only 5.8% during 1940. 

Securities offered an expanding channel for individ- 
uals’ savings. In 1948, half of all individual savings 
were accumulated through securities as compared with 
less than 8% in 1940. There was a significant switch 
from United States Government securities to state, 
local, and corporate issues in the last year. In 1948, 
about $3 billion was accumulated in these securities. 

Accordingly, while liquid assets continued to com- 
prise roughly the same proportion of individual sav- 
ings as before the war, a pronounced shift from assets 
yielding no return (currency and demand deposits) 
to time deposits, savings and loan shares, and securi- 
ties occurred. Familiarity with securities and yields 
engendered by war-bond campaigns was possibly a 
major factor in this shift. Liquidation of currency 
holdings which had grown abnormally during the war 
was also a factor. 

In 1948, individuals’ equity in nonfarm residences 
manifested its first substantial rise since before the 
war. Savings through increased equities in home 
dwellings accounted for approximately the same pro- 
portion of individuals’ savings. Savings through insur- 
ance were a lower percentage of total savings than 
they were before the war, while increased debt acted 
pretty much as it did before the war as an offset to 
savings. 


It Stays in the Business 


Net plant and equipment expenditures rose sharply 
in the postwar period, averaging $3.3 billion annually. 
1At the end of June, 1949, currency was 15.1% of the money 
supply, excluding United States Government deposits. This was 


three percentage points below the June, 1945, figure, but still five 
percentage points above June, 1939. 


This large bulge in expenditures tended to reflect de- 
ferred plant expansion and the large influx of new 
businesses. Net inventories also rose, but less steadily. 

When a business investment is financed by increas- 
ing the indebtedness or by drawing on liquid assets, 
there is no increase in savings since the owner’s equity 
in his business remains the same. 

In 1946 and 1948, more than half the investment in 
new plant and equipment was met out of current 
income. Loans financed the remainder of investment 
in 1946. They were also important in 1948 but 
drawings on liquid assets, especially cash, played more 
of a role than in the earlier year. In 1947, loans and 
liquid asset drawings were greater than net invest- 
ments.1 


The Farmer Is Building 


Until 1949, expenditures on farm construction and 
equipment had been increasing sharply. However, 
there have been big fluctuations in farm inventories. 
Fewer savings have been made in postwar years in 
the form of liquid assets. 


WHO IS SAVING 


Table 2 presents estimates of income receipts after 
taxes, consumption expenditures, and savings of per- 
sons living on farms and persons living off farms. 
Persons on farms received roughly four fifths of their 
income from farm operations, including wages, and 
one fifth from nonfarm sources. Because of the insep- 
arability of farm operations and family living, income 
retained in farm enterprises (in both investments and 
liquid assets) has been included in the income total 
although the income was not actually received.” 

The percentage of income saved by the farm popu- 
lation has generally been higher than that of the non- 
farm population. (See Table 2.) But it has also been 
more erratic. This is partly owing to the inclusion of 
farm enterprise savings. Farmers save for both home 
and business needs. Greater instability of agricultural 


1While for unincorporated business as a whole this was true, many 
individual concerns did plow back some current earnings in 1947. 

?Farmers’ share in unincorporated business savings is not in- 
cluded. No business savings are included in income of people not 
living on farms. However, {savings retained in private pension, 
welfare and trust funds, professional business and nonprofit institu- 
tions are included. 


Table 4: Percentage Distribution of Personal 
Savings 


Source: Tur CONFERENCE Boarp 


1948 
Average 1940-1948 


1Includes increases in farm holdings of individual landlords living off farms. 
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income brings greater fluctuations in savings! and it 
also may help to account for the generally higher sav- 
ings ratio of farmers since persons apparently tend 
to save more when they are uncertain of next year’s 
income.” 

Savings as a percentage of income for nonfarm per- 
sons steadily declined after the war. In 1948, only 
5.2% of income was saved. This compares with 5.5% 
in 1940. Historically, annual increases in income gen- 
erally bring about an increased percentage of income 
saved. It would therefore appear that nonfarm sav- 
ings were below prewar relationships in 1948. One 
explanation is a relatively higher buying of nondur- 
able goods than prevailed before the war. 

Savings of farm persons as a percentage of income 
declined from a wartime average of 25.4% to -2.8% 
in 1947, returning to 11.5% in 1948. However, if both 
savings and income are adjusted to exclude inventory 
changes, savings as a per cent of income were 25.1% 
during the war, 8.4% in 1946, 6.6% in 1947 and 4.9% 
in 1948, 

Individual farm income saved was higher in 1948 
(10.0%) than in 1940 (7.3%). In view of the 205% 
increase in farm persons’ income between 1940 and 


1Since there is no indication that expenditures for farm family liv- 
ing exhibit any greater year-to-year changes than expenditures for 
nonfarm family living, the instability in the proportion of farm per- 
sons’ income saved relative to that of nonfarm persons seems owing 
to the relatively greater year-to-year changes in farm persons’ income. 

*See Dorothy Brady and Rose Friedman, “Savings and the Income 
Distribution,” Studies in Income and Wealth, X, National Bureau 
of Economic Research, p. 262. 


Table 5: Business Income, Drawings and Savings 


Sources: Tur ConrerENce Boarp; Department of Commerce; 
Department of Agriculture 


Billions of Dollars 


1942-45 
1948 | 1947 | 1946 | Annual | 1941 | 1940 
verage 


All unincorporated business! 


ERESETIG? sea = ts cease 39.1] 35.2) 32.0] 25.2 | 14.7] 11.1 
Personal drawings®........-. 34.3) 38.7] 28.9] 15.4 | 11.9] 9.0 
Breriggs? iene. neneel 48S. 6) Sol], SUSU SIS 2.0 
Savings as a per cent of income) 12.3|-10.2| 9.8) 38.9 | 19.0) 18.4 
Unincorporated business 

"nT Re ee ae oy. eee BOF) 297 UN 13.5 | 7.7) 6.0 
Personal drawings’......... 18.0} 22.4) 15.7) 7.7 | 7.0) 4.6 
BMIAESE.c oes AUN ree ees 2.7| —2.7| 2.0) 5.8 aMheleb 
Savings as a per cent of income| 13.2|\-13.4| 11.5) 43.2 | 8.8] 24.4 
Farm enterprises 

BT AEN ES occ g.n ne cares +4 sine | ASST LS. Sh 14.8) 0-7 sO) SSO 
Personal drawings’ ®....... 16.3] 16.4) 13.2] 7.8 | 4.9] 4.5 
CSU CTR seuleillne Sen Sania Ae) 2-1) 40 | ea 6 
Savings as a per cent of income| 11.2) -6.0| 7.7) 33.9 | 30.2) 11.3 
Personal savings as a per cent 

of personal income’.........- 6.4) 8:8) 7.3) 22.0.) 11:6)) 17.2 


Personal savings as a per cent 
of disposable income’........ 


1Excludes professions. F ‘ 

2No income taxes are levied on noncorporate business enterprises, as such. 

3For personal tax and nontax payments and living expenses. Part of drawings from 
unincorporated business appears as individuals’ savings. | 

{Includes government payments to individual landlords living off farms, | 

SIncludes drawings of farm operators and government payments to individual 
landlords living off eed less increases in farm Lge * 

®Includes increases in farm holdings of individual landlords living off farms. 

7Savings estimated by the direct approach. 


FB 8.7) 8.21 Bh.7 1 12.0) 7.6 


1948, farmers’ savings may not have been high rela- 
tive to what they were before the war. 

Table 2 likewise exhibits not only income actually 
received by persons but also income retained by them 
in their businesses which can be considered as part of 
their savings. The principal results of this procedure 
are the reduction of farm persons’ dissavings in 1947 
and the drop in the percentage of income saved by 
nonfarm persons in 1947. 

It would appear that business savings are consider- 
ably more unstable than total personal savings and 
accounted for more than a fourth of changes in per- 
sonal savings. (See tables 4 and 5.) Because of these 
factors, care should be taken in employing personal 
savings to represent savings of consumers. 


ALAN GREENSPAN 
Division of Business Economics 


Economic Notes 


Bringing the Money Home 


“United States firms making new industrial and commer- 
cial investments in Marshall plan countries under the 
guaranty provisions of the Economic Cooperation Act now 
may convert receipts, including profits, into dollars during 
the life of a guaranty up to an aggregrate of 175% of the 
sum invested... .” 

The changes, conforming with Congressional amend- 
ment of the ECA law, increased the permissible limit of 
guarantees to include actual earnings or profits on the 
projects to the extent provided in each contract. Previ- 
ously, the provisions allowed convertibility of foreign cur- 
rency receipts only up to the amount of the dollar in- 
vestment. 

“Investors will be limited in the individual contracts as 
to the amount of receipts they can convert in the first 
five years. Beginning in the sixth year, however, investors 
in industrial and commercial enterprises may convert at 
any time up to 175% of the principal sum invested, with- 
out regard as to whether the foreign currency was received 
as principal, capital gain, or income. Guaranties may be 
written to be effective until April 3, 1962. 

“In the case of informational media guaranties, which 
run for short periods, ECA will cover profits in relatively 
nominal amounts only. This policy will be applied in con- 
formity with the varying problems of the different types 
of informational media. 


“A contract under the provision assures that foreign cur- 
rency receipts can be converted into dollars at the lawful 
rate of exchange at the time of conversion. There is no 
protection’ against ordinary business or political risks or 
against depreciation of the exchange value.”—ECA Press 
Release 678, June 24, 1949. 


GIANT FACTORIES THE EXCEPTION— 


PER CENT OF ALL EMPLOYEES IN MANUFACTURING ESTABLISHMENTS HAVING: 
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PRINTING AND 93.0 
America’s workshops are many and PUBLISHING 


diverse. No statistical compilation 
can describe them all or their various 
characteristics. On these pages, we 
try merely to get an idea of their 
average size as measured by the num- 
ber of employees per establishment. 31.6 
In 1947, in all manufacturing indus- 
tries, 82% of all employees plied their 
trades in factories in which fewer than 
2,500 persons were engaged; some 547% 
in shops with fewer than 500 employ- 
ees; about 16% in establishments em- PETROLEUM AND 
ploying fewer than 50 people. Roughly, — coal PRODUCTS 
38% worked in plants with 50-499; 
28% in factories with 500-2,499; 18% 
in establishments with 2,500 and up. 
This over-all figure conceals the 
enormous variation in concentration 
of employment between industries. At 
the one end, in the lumber and prod- 
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SMALL FACTORIES THE RULE 


PER CENT OF ALL EMPLOYEES IN MANUFACTURING ESTABLISHMENTS HAVING: 


UNDER UNDER UNDER 
50 500 2,500 TOTAL 
EMPLOYEES EMPLOYEES EMPLOYEES 
100.0 
RUBBER 
PRODUCTS 


STONE, CLAY, AND 
GLASS PRODUCTS 


19.5 


16.5 


TRANSPORTATION 
EQUIPMENT 


ucts group, no plant engaged as many 
as 2,500 persons and only 10% of the 
employees worked in establishments 
of 500 or more. Half the employees 
worked in plants of 50-499 and 41% 
in factories with fewer than 50. Three 
quarters or more of all the employees 
in the food, apparel, lumber, and fur- 
niture industries were in establish- 
ments with fewer than 500 employees. 

At the other extreme, in the trans- 
portation equipment industry (which 
includes the large automobile plants) , 
nearly 60% of the employment oc- 
curred in establishments with 2,500 
or more persons and the greater part 
of the rest were in plants of 500 or 
more. More than 70% of all employ- 
ees in rubber, transportation equip- 
ment, primary metals, and electrical 
machinery were working in plants 
with 500 or more workers. 
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Prices and Markets 


Some Historical Notes 


RASTIC changes in productive processes and 

marketing techniques over the period of this 
country’s industrialization make the study of price 
phenomena somewhat precarious. They do, however, 
shed light on the differences in movements of the 
wholesale and consumer price indexes during parts 
of the long period in our history for which such in- 
dexes are available. The market for consumer goods 
and services has grown increasingly complex in the 
course of the years. At the same time, the wholesale 
market has also undergone tremendous changes. 


The Distributive Factor 


The growth of distributive services has contributed 
materially to the varying behavior in wholesale and 
consumer prices. A glance at an 1870 shopping list 
clearly reveals the differences in today’s marketing 
habits. The 1870 list looks more like an inventory for 
a wholesale supply house than of things to be bought 
at a store. 

Grandmother bought her flour by the barrel. She 
bought whole bolts of cloth, not dresses. She bought 
large sacks of sugar, and other supplies in similar 
quantities. Deliveries were made in the family wagon 
and the goods were processed at home. Today, prac- 
tically all consumers’ goods are neatly packaged in 
convenient quantities. Advertising media are exten- 
sively used to stimulate interest in brand-name goods. 

Not only has the nature of the commodities sold 
changed but much of the country’s national product 
was not registered in the earlier price indexes since 
the latter took no account of production for home con- 
sumption which did not enter the market place. The 
farther one goes back in history, the larger was the 
proportion of such production. The distributive pro- 
cess naturally grew out of the factory system which 
developed large-scale, specialized units producing tre- 
mendous quantities of goods seeking markets.” The 
distributive process impinges more on consumers’ 
prices today than ever before.’ 

The spectacular gains in distribution are brought 
out in bold relief in one estimate that, in 1929, 59% 
of the $65.6 billion total cost of producing and dis- 
tributing commodities went into distribution. Of this 
amount, the largest single slice went to the retailer, 

1T, R. Carskadon, “59¢ of your $1—The Cost of Distribution,” 
Public Affairs Pamphlet, No. 44, 1940, p. 2. 

*Neil Borden, “The Economie Effects of Advertising,” Chicago, 


1942, p. 852. 
sT. R. Carskadon, op. cit., p. 10. 


while manufacturers’ distribution costs and transpor- 
tation charges took the next two largest shares. 

The number of workers employed in distributive 
trades has increased markedly. One estimate put the 
ratio of the population engaged in distributive and 
service callings to those engaged in direct production 
at 1:3 for 1870. By 1930, the proportion approached 
50:50.? 

An interesting example of the manner in which dis- 
tribution costs often markedly influence the price to 
the consumer while the prices of the wholesale equiv- 
alents remain unchanged is the rising costs of distrib- 
uting food compared with prices paid to farmers for 
their produce. From 1913 to 1929, prices received by 
farmers rose 44.6% while the costs of distributing food 
almost doubled, increasing 90.4%. The price decline 
of 34.9% suffered by farmers from 1929 to 1938 was 
accompanied by only a 12.6% drop in the cost of. dis- 
tributing farm-grown food products. However, dur- 
ing the war and postwar period food distribution costs 
exhibited a relative stickiness compared with farm 
prices. Distribution costs advanced 82.1% from Au- 
gust, 1939, the last prewar month, to August, 1948. 
Farm prices increased 229.2% over the same period.* 

Distributing and selling expenses naturally vary 
with the industry, its products, and its method of dis- 
tribution. In a survey conducted in 1931, the costs of 
distribution for a selected group of industries catering 
to consumers varied from 16.5 cents per net sales vol- 
ume for radio equipment and supplies to 38.8% of 
net sales volume for drugs and toilet articles.® 

Distribution costs have been increasingly impor- 
tant in pricing industrial products at the wholesale 
level. A survey of ten groups of industrial products 

1Twentieth Century Fund, “Does Distribution Cost Too Much ?” 
New York, 1939, pp. 117-18. 


2Edwin Nourse, “Price Making in a Democracy,” Brookings Insti- 
tution, Washington, D. C., 1944, p. 230. 


8Temporary National Economic Committee, “Price Behavior and 
Business Policy,” Monograph No. 1, Washington, 1940, p. 49. 

4New York State College of Agriculture, Cornell University, 
Ithaca, New York, “Farm Economics,” No. 164, November, 1948. 
Hearings have recently been opened in biter ice to investigate 
the lag of retail prices behind commodity and wholesale price declines 
recorded during the year. It has been pointed out that wholesale 
prices have dropped 10% from their peak, with some price declines 
even more sharp. Retail prices are off only 8%. Processors and 
distributors have been asked to shoulder the blame for this situation. 
However, the discussion presented below examines several of the 
difficulties encountered in comparing the different indexes and some 
ee more deep-seated causes for the dissimilar fluctuations of the 
indexes. 


SAssociation of National Advertisers, Inc., “An Analysis of the 
Distribution Costs of 312 Manufacturers, 1933,” New York, p. 11. 
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by the ANA discovered that textile companies paid 
on the average of 9.2 cents per sales dollar for distri- 
bution, and that 15.5 cents of each sales dollar went 
for the distribution of transportation equipment. The 
recorded high was 25.8% of each sales dollar spent on 
distribution by thirty-five companies manufacturing 
and selling machinery and machine tools.! 


INFLEXIBILITY OF COSTS 


Distributive trades in themselves perform useful 
economic functions. In fact, the creation of mass mar- 
kets made possible the economies of mass production. 
In many instances, the consequent reductions in pro- 
duction costs offset the rising costs of distribution. 
Nevertheless, as the product moves closer to the con- 
sumer it displays a lesser degree of sensitivity to 
changing economic conditions.” In the first place, the 
volume of retail trade does not fluctuate as sharply as 


Ubid., p. 71. 


2National Resources Committee, “The Structure of the American 
Economy,” Part I, pp. 132, 188; also Lawrence K. Frank, “Long-term 
Price Trends,” Journal of the American Statistical Association, Sept- 
ember, 1923, p. 904. 


HIGHLIGHTS 


1. The divergent trends of the wholesale and 
consumers’ price indexes from 1820 to 1895-1897 
were caused primarily by the nature of the price 
quotations and the weights given to the priced com- 
modities which went into the construction of the 
indexes. 

2. Since the middle eighteen-nineties, the indexes 
have shown a close relationship both in the direc- 
tion of their movements and the timing of changes. 

3. Services, which make up an increasingly larger 
share of the consumers’ costs, are entirely omitted 
from the wholesale price index. The price of these 
services has been increasing since 1900. 

4, With the rapid growth of the factory system 
and the development of mass markets, distribution 
has become an increasingly important factor in price 
comparisons. The costs of distribution provide an 
element of inflexibility to price, particularly at the 
consumer level. While these costs rose, and in many 
instances created an upward price bias (or pre- 
vented price reductions consonant with lowered 
costs of production), the economies of mass pro- 
duction were facilitated, if not actually generated, 
by the growth and activities of the distributive 
trades. 

5. Many factors other than distribution costs 
(such as the nature of the product, law or admin- 
istrative decree, habits and customs, the structure 
of the market, etc.) determine the degree of price 
flexibility. It would seem that factors causing in- 
flexibility have been increasing in importance over 
the years. 


trade in wholesale markets. Secondly, a large propor- 
tion of the growing costs of distribution tends to be in- 
flexible. 

Retailing is an important part of the distribution 
process. Many of the costs entailed in bringing goods 
directly to the consumer are static over a period of 
time, even for those retailers who are efficient mer- 
chants. The rent for his shop, the wages paid to sales- 
men (or to himself when he is both owner and sales- 
man), and interest on the funds invested in his busi- 
ness are not subject to daily or weekly changes. A 
retailer must price many of his commodities within 
certain price brackets. Price changes at wholesale 
affect prices consumers pay only as the new merchan- 
dise is placed on the counters for sale. This tends to 
make retail prices lag behind wholesale prices in their 
movements, while the fixed costs—and customs—pre- 
vent him from adjusting his price to the vagaries of 
the wholesale market. 

Transportation charges have proved very inflexible 
in the past. In fact, there is evidence that the “regu- 
latory” lag of freight and express rates has often re- 
sulted in a movement counter to the regular price 
swings. For instance, a large advance in freight rates 
was made in 1920, after the down drift had begun. 
When prices fell, the great increase in freight rates 
worked hardship on many producers.’ In many lines, 
freight charges are an important element of cost which 
cannot be reduced through retrenchment. In such 
instances commodity price declines at the market level 
cannot be passed on to the consumer. Warehousing 
presents a similar problem of a necessary service with 
inflexible costs. 

The ranks of salesmen have swelled over the years. 
Wages, expenses and bonuses paid to salesmen stand 
high in the list of distribution expenses. These costs 
can be reduced in periods of adversity, and yet, as 
has recently been evidenced, a decline in business 
often results in greater emphasis on selling. 

Advertising has become an important force in sell- 
ing over the past seventy-five years. The per capita 
expenditure on newspaper and periodical advertising 
alone increased from 22 cents in 1865 to a high of 
$9.22 in 1929, and settled at $6.26 in 1937.2 By 1947, 
this figure had jumped to $12.62. 

Among other costs necessarily incurred between 
production and distribution are the price of borrowing 
money and the costs of collection—from the whole- 
saler, from the retailer and from the consumer. 


OTHER DETERMINANTS OF FLEXIBILITY 


The relative sensitivity of prices caused by factors 
other than distribution costs also affects the position 
of the two indexes. Dr. Jules Backman has listed 

1George Warren and Frank Pearson, “Prices,” New York, 1933, 
p. 293. 

*Borden, op. cit., p. 48. 


COMPARISON OF WHOLESALE AND CONSUMERS’ PRICE INDEXES AND SELECTED ITEMS, 1800-1949 
Sources: Bureau of Labor Statistics; Federal Reserve Bank of New York; THz ConrerENcE Boarp 
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COMPARISON OF WHOLESALE AND CONSUMERS’ PRICE INDEXES AND SELECTED ITEMS, 1800-1949— 
Continued 
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seven major conditions which may influence the de- 
gree of price flexibility:4 


1. The characteristic of the product; the nature of 
the demand and the costs which affect supply. 


2. Law or administrative decree; does the government 
control the rates as in the utilities? Is resale price fixing 
permitted under the law? What is the influence of patents, 
copyrights, tariffs, wage legislation, etc.? 

8. Concentration of control; the extent of a monopoly 
by producers or labor unions, collusion, basing-point sys- 
stems, price leadership or any of the multifarious means 
of controlling the activities of the producers. 

4. Marketing techniques; the influence of advertising, 
packaging and similar distribution costs. 

5. Habits and customs; such practices as price lining, 
the price of professional services and even the nature of 
our coinage system are important. 

6. Contractual arrangements; how important are rents, 
interest charges, etc.? 

7. The structure of the market; is the market organ- 


ized? what is the scope of the market area? and what mar- 
keting channels can be utilized? 


These factors, which lead to inflexibility, are more 
commonly found in consumers’ markets than in whole- 
sale markets. 

Many wholesale commodities are traded on large 
nationwide or world-wide markets. On the organized 
exchanges (e.g., Chicago wheat pit), large numbers 
of buyers and sellers meet, setting the price in re- 
sponse to supply and demand conditions. The small 
retail market, serving a community or local shopping 
center, is somewhat different. Factors such as con- 
venience, service, lack of knowledge of alternative 
opportunities, etc., play an important part in the 
retailer’s price policies.?, Within limits, the retailer 
has a monopoly over the price of the products in 
which he deals. 

One of the outstanding characteristics of the price 
structure is the increase in inflexibility at the higher 
stages of production and fabrication. Raw material 
prices are more sensitive than semifinished goods, 
while finished goods are still less sensitive.’ Over the 
past twenty or thirty years, there has been an increase 
in the relative importance of highly processed prod- 
ucts in the wholesale price index. A study of the 
product composition of the wholesale price index in 
1948 as compared with any of the earlier years estab- 
lishes this fact. 

Quantitative proof of the growing importance to 
the economy of more highly fabricated products is 
provided by one estimate of the changing composition 


4Jules Backman, “The Causes of Price Inflexibility,” The Quarterly 
Journal of Economics, May, 1940, pp. 474-6; also National Resources 
Committee, op. cit., pp. 122-153. 


*Ibid., p. 487. 
‘National Resources Committee, op. cit., p. 133. 
‘Temporary National Economic Committee, op. cit., p. 19. 


of commodity output between 1879 and 1939.1 (See 
Table 1.) 

The largest percentage drop in relative value be- 
tween 1879 and 1939 was registered by the consumer 
semidurable group of commodities. Durable goods, 
especially those destined for final use by consumers, 
experienced the largest increase. The inclusion of 
more durable goods in the wholesale price index helps 


Table 1: Value of Finished Commodities Destined 
for Domestic Consumption 
Source: National Bureau of Economic Research 
Percentage Shares 
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create a more rigid price structure. Nevertheless, the 
heavy weights given to raw materials provide an 
important element of volatility to that index. 

The cost of public services is an important factor 
in price inflexibility. Regulation of public utilities 
prices has been in force since their infancy. At the 
consumer level, the costs of electric, gas, and tele- 
phone, as well as transportation fares, comprise a not 
insignificant portion of the family budget. In other 
directions too, factors such as minimum wages and 
tariff policy, direct and indirect taxes, and the in- 
creased activities and costs of government have led 
to inflexible and rising prices. 


That Early Price Gap 


Basic modifications which occurred in production 
and distribution and in the monetary system affected 
prices at all levels but were more clearly reflected 
before 1900 in the wholesale price index. In 1820 
there was a large gap between wholesale and consum- 
ers’ price indexes, which gradually narrowed by the 
end of that century.2 This divergency in the two 
indexes was partly the result of the methods used in 
constructing the consumers’ price index and by the 
nature of the data used. 

1. One reason for the secular downswing of whole- 
sale prices from 1800 to 1895-1897 was the vast ex- 
pansion of the area and resources of the country dur- 
ing the nineteenth century. The westward movement 


1William H. Shaw, “Value of Commodity Output Since 1869,” 
National Bureau of Economic Research, 1947, p. 9. 

2The movements of the major commodity groups were traced in 
“Prices over 150 Years,” in The Business Record, June, 1949, pp. 
214-220, in which some of the cyclical forces at work in the economy 
throughout the period were described. 
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brought great tracts of land under cultivation. Im- 
proved methods of tilling the soil increased the yield 
of the growing number of farms. Abundant supplies 
forced the prices of farm products down.! In 1800, 
farm products constituted 35% of the total weight 
of the wholesale price index, but their low price re- 
duced the relative importance to 26.1%. Even in 
1889, the farm group’s weight in the index was 25%. 
Though still rather substantial, its relative importance 
fell in 1926, but rose in 1946. The figure stood at 
roughly 20% in 1948. 

2. New ore deposits, coal seams, petroleum fields 
and other sources of raw material supply discovered 
both here and abroad gave abundant quantities of 
these products, causing a reduction in their prices. 
Many of the commodities whose prices were falling 
because of these discoveries became increasingly im- 
portant to the economy. The share of the wholesale 
price index given to metals, for example, rose from 
4% to 10% during this period. Its relative impor- 
tance increased from 10% to 14%. A similar gain was 
recorded in the weight for fuel and lighting. 

3. The development and expansion of industry 
and the improvements in techniques led to lowered 
costs and wholesale prices. Gains in productivity were 
recorded in mining, smelting and refining, as well 
as in the manufacturing processes. 

4. Provision for a market in which mass production 
goods could be sold had been made through the avail- 


1For the present, only wholesale prices are being discussed. Prices 
to consumers were similarly affected but their influence in the con- 
sumers’ price index was different. See p. $76. 


Table 2: Relative Importance of Major Com- 
modity Groups in Wholesale Price Index, Selected 
Years—1800-1946! 


Sources: Bureau of Labor Statistics; Warren and Pearson 


18002 18892 1926 1946 
Relative Relative Relative |Relative 
Impor- | Weights] Impor- | Weights} Impor- | Impor- 
tance tance tance tance 
ay products........ 26.1; |) Sa.0] 21.2] 25.0 | 17.2 1 29°70 
fa, Pate rn Pate. Gee 82.7 | 27.0 | 26.0 | 25.0 | 19.4 | 20.5 
Hides aud leather baitgns 2.4 hn 5.0)| 98.9 |.4,05) 48.0.) 8.2 
Textiles. . saci) cae 8.0 | 11.6 | 10.0 | 10.0 8.7 
Fuel and lighting. . ae See 5.0} 4.0} 8.6] 10.0} 14.7] 18.1 
Metals and metal oe 
ucts... ; 10.0 4.0] 14.3 | 10.0 | 15.5 | 18.8 
Building materials... . 4.38| 10.0] 9.6|10.0| 68] 5.9 
Chemicals and allied 
products. cd. si. 1.8 0.5 132 1.0 1.6 yO 
Housefurnishings goods] .... | .... Ted) 1.0.) 6-0) | ee 
Miscellaneous. ........ 8.4a| 6.5a) 3.6a) 4.0a} 9.2] 9.8 


100.0 {100.0 {100.0 {100.0 {100.0 {100.0 


1Warren and Pearson utilized percentage weights—adjusted annually—in_ con- 
structing their index to 1889. The Bu ureau of Labor Statistics uses quantity —_ 
therefore percent weights are not available. Relative importance takes into 
at ed the price changes and their effects on the index, as wel las the base-period 
weights. 

‘ anuary. 

 aincludes spirits, which was a separate commodity group in the Warren and 
Pearson index. 


ability of cheap water transportation and the build- 
ing of transcontinental railroads." 

5. When currency and credit are tight, the price 
structure is forced to sag in order to permit the lim- 
ited supply of money to perform its necessary tasks 
of facilitating production and exchange. During most 
of the nineteenth century, there was a chronic short- 
age of currency and credit.? Business needs tended to 
increase faster than the money supply, producing a 
downward pressure on the price mechanism. 

For many years, price theory turned on the volume 
of money and its velocity. Many economists at- 
tempted explanations of the fluctuations in business 
and in prices in terms of the government’s and the 
banks’ ability to provide adequate supplies of money 
and credit. It was believed that stable business con- 
ditions could be achieved with a stable price level. 
Since these economists were convinced that the latter 
was directly dependent upon the quantity of money, 
all schemes for economic stabilization were keyed to 
the provision of a flexible and adequate money 


supply. 
UPWARD SWING OF WHOLESALE PRICES 


The upward swing of wholesale prices from the 
middle eighteeen nineties to date passed through 
three distinct stages. From 1891-1894 to 1912-1914, 
raw material prices led the general rise in the whole- 
sale price level. The frontier of the United States was 
practically closed with the final settling of the western 
lands. The exhaustion of free land was followed by a 
rise in the price of foodstuffs and of farm land, and 
by resort to more intensive cultivation. The in- 
crease in population both here and abroad, together 
with diminution in the supply of goods, pushed the 
prices of most raw materials up relative to manufac- 
tured goods.‘ 

The second stage started with World War I. Mass 
production industries expanded tremendously, par- 
ticularly the automobile and the electrical industries. 
Processing was improved and extended, but subject 
to tremendous costs of operation. This quarter cen- 
tury following 1914 witnessed a reversal of the pre- 
vious trend. Prices of processed goods rose three and 
one-half times more than those of raw materials.® 

The third stage opened with World War II. Farm 

1For a discussion of these four points written close to the scene, see 
David A. Wells, “Recent Economic Changes,” D. Appleton and 
Company, 1889, pp.123-189; also Sir Walter T, Layton and Geoffrey 
Crowther, “An Introduction to the Study of Prices,’’ London, 
Macmillan and Company, Ltd., pp. 89-93. (First edition, 1912). 

2W. F. Shultz and M. R. Caine, “Financial Development of the 
United States,” Prentice-Hall, Inc., 1987, pp. 225, 267, 381. 

3For the views of one of the leading exponents of the quantity theory 
of money, see Irving Fisher, “The Purchasing Power of Money,” 
1911, and “Stabilizing the Dollar,” 1920. 

‘Ernest L. Bogart, “The Economic History of the United States,” 
Longmans, Green and Company, 1917, pp. 341, 527. 


‘Frederick C. Mills, “The Anatomy of Prices, 1890-1940,”" National 
Bureau of Economie Research, Bulletin No. 80, Sept. 9, 1940, p. 2. 
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Table 3: Prices of Services Not Embodied in New 


Commodities,! Averages Per Year by Decades, 


1869-1938 
Source: National Bureau of Economic Research 
1929=100 
Decade estimates 
1869-1878. theses erase cete iyo tes een ase Me ond eee 63.4 
UST TBSS ye ce as eae us COROT eek oe eee 58.7 
IST9=188B8 MoE aoa eee ee ee ee ee es OT eee 55.8 
1884-18985: aslietdeecem Sete nee ee, eee 53.9 
BBO 1898 on cn cette cot asarteera na, Peale eis cistal ea ee 51.5 
1894=lO0S Sree te tia. oatatcmne ts See ae eee ae ener 51.4 
1899-1908. 2245 noe ain Moa ee, SORE eee ee es 55.3 
Ue od ee eee ee eee een Oe ee ee ee ee 60.1 
OOS 1918 ores cca aus sacar ave RNS een Eee ETE 69.6 
1914-1928 Eee RA oe ee 86.6 
Averages of annual estimates 
TOTO=1O 28 5b seh, HER euler 2, 98.4 
1924-1088 | RRs dos a Pe as acid a ee 98.2 
19891988 Fe. iran tere lok Cae U LUE Cc Pee ee vie oo ee Ee 89.2 


1Includes rents. 


products and other raw materials, which became ex- 
ceedingly scarce, rose in price to a greater degree than 
those of semifinished and finished goods. In fact, the 
declining importance of farm commodities and foods 
from 1889 to 1948 prevented the wholesale price index 
from climbing still higher. Using the old 1889 weights 
shown in Table 2, the wholesale price index for 1948 
would have been 231.4 instead of 214.6 (January, 
1939=100). 


DIFFICULTIES OF COMPARISON 


The basic changes in production and in the mone- 
tary mechanism also of course influenced retail prices. 
But the index of consumers’ prices was so constructed 
that the trends appear dissimilar up to the middle 
eighteen nineties. 

The consumers’ price index and the wholesale price 
index, are not strictly comparable. They measure the 
flow of goods at different stages of the productive 
process and for different end uses.1_ The wholesale 
price index is heavily weighted for raw materials and 
industrial products. Such items as iron ore, scrap 
steel, raw silk or cow hides do not enter directly into 
the consumers’ price index. But some commodities 
(such as food) in the two indexes are very closely 
related. 

The wholesale price index includes only commodi- 
ties and excludes all payment for services. Rent, 
which constitutes 19% of a family’s expenditures, and 
services, such as entertainment, fares and medical 
expenses, which bulk large in a family’s budget, are 
covered only in the consumers’ price index. 

Historically, services to consumers have been taking 
an increasingly larger slice from the worker’s pay 
check. The sundry items in the index which encom- 
pass services other than rent increased from an 


Indexes relate prices in any year to a price in a base period. Since 
they are not actual prices it is difficult to compare two different 
series of index numbers and draw conclusions concerning the spread 
between the actual prices. 


assigned weight of 20.2% in 1890! and 20.4% in 
1910-1912 to 28%, the weight currently used by THe 
ConFERENCE Boaro in constructing the index. Hous- 
ing costs likewise increased—from 16.0% in 1860-1880 
to 19.0% of total expenditures as now calculated.” 
Simon Kuznets® estimated that the share of services 
in the flow of goods to consumers (in constant 1929 
dollars and including rent) increased from 28.3% from 
1869-1888 to 36.1% in the years 1919-1938. The 
price index for services after dropping from 63.4 in 
the decade 1869-1878 (1929=100) to 51.4 in 1894- 
1903 showed a marked increase to 98.2 in 1924-1933. 
The index then slipped to 89.2 in the decade ending 
in 1938. (See Table 3.) 

Important as this changing pattern of consumer 
expenditures was, it does not provide an adequate 
explanation for the rising trend of the consumers’ 
price index. Before 1910, the index was only moder- 
ately influenced by sundries (see Table 4), and rents 


Table 4: Importance of Groups Used in 
Constructing Consumers’ Price Index 


Source: Tur ConrerENcE Boarp 


1820- | 1840- | 1860- | 1890- | 1910- | 1913-— | 1920- 
18391 | 18591 | 18791 | 19091 | 1912 1919 | 1949 


Boodys2ets see 65.9 | 59.9 | 56.7 | 63.2 | 43.1 | 37.5 | 33.0 
Housing. . sty Fa pal lie ed Aa eee 17.7 | 13.6 | 19.0 
Clothing........ 24.6 | 22.3 5.6 | 19.1 | 18.2 | 15.5 | 10.0 
Fuelandlighting.| 9.5] 8.6] 8.4] 8.4] 56] 48] 6.0 
Housefurnishings.| .... el Dh ert ce 504) es 4.4] 4.0 
Sundries......... Soi 5.5 os) 4.4a| 20.4 | 24.2 | 28.0 


100.0 1100.0 {100.0 {100.0 {100.0 {100.0 |100.0 


1These weights are not actual pomince of family expenditures but the per 
centages of total weight employed. 
aLiquor and tobacco only. 


were used in calculating the index from 1860 to 1879 
only. Furthermore, the sundry group was composed 
primarily of goods and not services. 

In the accompanying chart, the indexes of the con- 
tinuous price series from which the consumers’ price 
index was constructed are related to their wholesale 
counterparts (except sundries, for which a wholesale 
equivalent is not available). For clothing and textiles 
and fuels and lighting, the fluctuations for both whole- 
sale and consumers’ prices are similar and show a de- 
cidedly downward trend during the nineteenth cen- 
tury. The downdrift of wholesale prices is sharper 
owing to the influence of extremely high relative prices 
prior to 1820. The sundry index exhibits a relatively 
horizontal trend. The upward bias in the consumers’ 
price index can therefore be narrowed to the trend of 


1This was the actual weight for sundry items determined from 
studies of consumer expenditures. Lack of adequate price data neces- 
sitated the reduction of the weight to 3.8% in 1840-1859, 0.3% in 
1860-1879 and 3.0% in 1890-1909 when the indexes were constructed. 

*Comparable weights currently used by the Bureau of Labor Sta- 
tistics are: sundries 27.7%, housing 17.1%. 

‘In his “National Product Since 1869,” National Bureau of Eco- 
nomic Research, New York, 1946, p. 79. 
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food prices. Since foods constituted more than 50% of 
the weighting factor from 1820 to 1910, rising in im- 
portance to as high as 66% during the first twenty 
years of the index, the influence of this group proved 
sufficient to counteract the opposite trends of the 
other components and to determine the direction of 
the all-items index. 

But even in the case of foods the consumers’ price 
index does not deviate sharply from the index of simi- 
lar goods at wholesale. The undulations and the tim- 
ing of the changes are alike. And, except for the years 
1800 to 1840, which provide a strong downward bias 
to the wholesale prices of food, the directions of the 


trend lines are also similar. Since for these years the 
food prices used for the consumers’ price index are 
wholesale quotations!, the dissimilarity of behavior 
can be attributed to the differences in the commodi- 
ties actually priced by the statisticians compiling the 
indexes and to the weights assigned to the groups in 
the two indexes. The continued rise in prices after 
1900 may be traced to many of the same causes gener- 
ating the increase in wholesale prices. 


HeErsert R. BrRInBerG 
Division of Business Economics 


1“Prices over 150 Years,” Technical Notes, a mimeographed sup- 
plement to The Business Record, June, 1949, p. 8. 


Outlook for Machine Tools 


ACHINE-TOOL orders for the first three 
months of this year were greater than for any 
other quarter since 1946, but a sharp downturn oc- 
curred during the summer months. There were two 
causes for this dip—a greater-than-seasonal drop in 
domestic orders and fewer ECA orders than expected. 
Shipments of machine tools, which dropped rather 
precipitously in January and continued at low levels 
through July of this year, totaled approximately $149 
million for the first seven months, or 11.6% less than 
for the same 1948 period. An important element in 
the downturn was a falling off of shipments abroad 
because of the difficulty in obtaining export licenses. 
The trade, however, expects a moderate pickup in ac- 
tivity during the fall. 


Table 1: Employment, Hours, and Earnings of 
Production Workers in the Machine-tool 
Industry! 

Source: Bureau of Labor Statistics 


Estimated 


Kumterot | AVS ie 

arg Earnings Earnings 

(Thousands) (Dollars) (Dollars) 

BOSD rs ce oe eee hs 36.6 752 
Rare ters assets wise 1 56.8 . 768 
Bowles socks ieee 81.8 . 843 
ROS ieee sai ctewsas 112.2 .971 
SMRE Wotan iss a2 as a 109.7 1.068 
ee ol Sees 79.0 1.131 
MRO IN oo se te ss 66.7 1.183 
EGR elas. tig, seis’ 59.7 1.265 
OO a Oe eee ae 54.5 1.369 
NaS ey LS és ks ik 48.1 1.468 
1949 January...... 44.1 1.504 
ebruary..... 43.3 1.507 
March........ 42.5 1.509 

ASI et ee 41.7 1.510 

MAYS ss ee oe 40.5 1.514 


1This industry includes establishments primarily engaged in the manufacture of 
power-driven machinery employing a cutting tool for work on metal. 


Among the bright spots in the outlook are the plans 
of various automobile companies to redesign their en- 
gines. Demand for sizable quantities of new machine 
tools will appear when these plans materialize. In 
addition, machine-tool companies have been receiving, 
during the past few months, a heavy influx of in- 
quiries about cost-saving equipment from many oth- 
er user industries. 


SLACK IN SALES 


Despite heavy expenditures on capital goods since 
the end of the war, the machine-tool industry has not 
been enjoying a commensurate volume of business. 
While annual expenditures on plant and equipment 
have increased considerably since the end of the war, 
reaching an all-time peak of $19,230 million in 1948, 
shipments of machine tools have been steadily con- 
tracting since 1942, when they hit a record high of 
$1,320 million. Leveling off of demand following the 
fulfilment of huge wartime requirements has been 
largely responsible for the marked dip in shipments 
during recent years. Another significant factor has 
been the availability of government-owned surplus 
machine tools. Many of the machine-tool users un- 
dergoing extensive expansion programs since the war 
purchased sizable quantities of war-surplus machines 
which were on sale at attractively low prices. AI- 
though these government-owned surplus tools are not 
so grave a threat to the industry as they were two or 
three years ago, considerable quantities are still on the 
market competing with new machines. 

The JANMAT program (Joint Army and Navy 
Materials Program) has also siphoned off some of the 
industry’s business. JANMAT, which was established 
in August, 1947, to provide a reservoir of vital ma- 


1Joint estimate of the Securities and Exchange Commission and 
the Department of Commerce. 
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chinery in case of a national emergency, authorized 
the acquisition and warehousing of 182,000 units of 
production equipment by the Air Force, Army and 
Navy. Each of these departments has its own reserve 
of production equipment (a sizable portion of which 
is machine tools) that they lease to contractors for 
the production of materials. For example, if the Air 
Force contracts with a firm to build some airplanes 
and the firm requires additional machine tools to ex- 
ecute the job, the Air Force will lease these machines 
to the company. Hence, the machine-tool industry 
does not benefit from this transaction. 

All of the machines leased by the three government 
departments under the JANMAT program are re- 
turned to the government unless the Munitions Board 
grants its consent for special disposition. There are 
no precise data on how many machine tools have been 
withdrawn from the Air Force, Army or Navy re- 
serves under the JANMAT program because the gov- 
ernment does not release figures on such withdraw- 
als. However, the National Machine Tool Builders’ 
Association estimates that up to 2,000 machine tools 
have been withdrawn from the Air Force reserve thus 
far this year for use by contractors in the production 
of aircraft and related equipment. 

Depreciation rulings are another problem confront- 
ing the industry. More than half the machine tools 
now in use were built before the war. Although many 
machines are obsolete, the industry’s customers find 
difficulty in replacing them with new tools because 
of write-off periods established by the Treasury De- 
partment of from fifteen to twenty-five years. Trade 
sources contend that shorter write-off periods would 
make it easier for customers to replace outmoded 
models with new machine tools. : 


TREND SINCE PREWAR 


The rapid expansion of the machine-tool industry 
is dramatically illustrated by production figures. Ship- 
ments soared from $200 million in 1939 to $1,320 mil- 


lion in 1942, almost a sixfold increase over the three- 
year period. After a small decrease to $1,180 million 
in 1943, shipments dropped sharply to $497 million 
in 1944. They fell continuously since then, to a total 
of about $285 million in 1948. 

The machine-tool industry was the first segment of 
our economy to return to a buyers’ market following 
the war. While most industries were still faced with 
the problem of producing enough to meet demand in 
1947 and 1948, the machine-tool companies entered 
a buyers’ market as soon as the war was over. 

As keener competition set in after the war, with ma- 
chine-tool buyers becoming more selective and quality 
conscious, the industry responded by giving their cus- 
tomers greater variety and improved designs. It is es- 
timated by the industry that the machine tools pro- 
duced now are as much as one third more efficient 
than the prewar models. 


Table 3: Employment, Hours, and Earnings of 
Production Workers in the Machine-tool 
Accessories Industry! 


Source: Bureau of Labor Statistics 


Estimated 


Number of mk + Aver: fhe x 
Production Earnings Weekly Earnings 
Workers (Dollars) Hours (Dollars) 

(Thousands) 
LOSOwWSE PIE aie 25.8 31.78 40.9 cet We ( 
19402 os mst ida B< 34.0 35.33 47.3 ~T47 
TOS Mess alerts, 57.4 43.98 §1.5 .854 
TORS Saat ctmereds.« 88.0 53.09 53.4 .995 
1O4S) Sa6h rea had: 105.4 56.54 51.0 1.109 
WSS ce ahoninee seas 79.7 59.23 49.7 1.192 
LOEB. Bes is pod oon 69.4 56.91 46.6 1.224 
T94G ise ed bee etee 62.0 56.23 42.3 1.328 
1947 sage d 2th reas 59.5 59.58 41.6 1.433 
LOEB. is cteiee enero as 55.1 63.62 41.5 1.533 
1949 January...... 53.5 64.35 41.1 1.565 
February..... 52.0 63.65 40.6 1.568 
March: 2.7.2: 50.9 63.84 40.5 1.576 
April 49.8 61.99 39.3 1.577 
Maya ).)c te. cer 47.2 61.64 39.2 1.574 


1This Se gian | includes establishments primarily yoo emis the manufacture of 
accessories used in machine tools, including dies inists’ precision tools or 


specialized equipment other than forged or shaped hand tools. 


TABLE 2: UNITED STATES EXPORTS OF MACHINE TOOLS, BY COUNTRY OF DESTINATION 
Source: Department of Commerce 
Thousands of Dollars 


Year Argentina | Brazil | Venezuela 
NOCD Seine ne nt etecate a! «ann a eter ea 122 128 59 
TOSS. cce 8 cous hts eh ener 34 21 2 
YOS6) nal <clemae eineeres oe ante 106 97 7 
1089: cobs dstelo ae sina ns 108 90 93 
YOR O25 Neve ws trate aes erate ree 4 231 414 22 
TOA Visi 3-0 5 be Meletn eahets a einen: ete 128 1,237 36 
LOAD os verais SS tess see Gees 48 392 42 
pS, ome rere oe ee 15 4,448 33 
1044): 0. i Pehah, Sore ita ater aate see 11 8,531 115 
TOA iis, ie soca delen'gekteae Ne Te 68 4,031 535 
VHA a as ha ie Ue oh, v's Chet 2,505 5,775 688 
POAT Ramee ties a kis) s eeaayite.e, sit dies.) vases 7,778 5,385 1,225 
1948: .Siiarddaneids dalncomiea sci aso 4,549 2,401 1,214 
January-June, 1949...............- 751 1,798 643 


MIncluding lend-lease exports. 


Mexico 


Canada | France wee U.SS.R. | Japan |AllOthers} Total 
2,359 | 3,593 | 3,961] 1,539 570 | 6,399 | 18,862 
197 412 | 1,123 343 | 1,080] 1,174] 4,388 
1,254 | 1,407] 7,533 | 7,250] 2,606] 4,242 | 24,860 
2,549 | 15,769 | 19,891 | 14,827 | 18,068 | 8,800 | 79,766 
12,673 | 26,077 |109,008 | 12,332 | 14,799 | 9,886 | 185,544 

AS;488) lik oe 104,745 | 3,679 162 | 12,974 | 166,534 

29,805 | ...... 71,785 | $5,577 | ...... 19,772 | 157,535 

22,887 | ...... 86,454 | 123,646 | ...... $1,927 | 270,008 
POON & case a 25,623 | 180,873 | ...... 15,697 | 185,078 
7,797 | 2,476 | 7,608 | 60,296 | ...... 9,966 | 95,985 
9,687 | 27,480 | 6,481 | $4,904] ...... $4,982 | 127,018 

11,888 | 13,682 | 10,539 | 16,277 1 | 60,012 | 130,672 

10,871 | 7,811 | 11,088 | 1,970 1 | 39,798 | 81,075 
6,864 | 6,560] 4,445] ...... 28 | 25,280 | 47,023 
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New Orders and Shipments of Machine Tools 
Sources: National Machine Tool Builders’ Association; Tau 
ConFERENCE Boarp! 

Index? Numbers: 1945-1947=100 


140 


120 


40 
1946 1947 1948 1949 


1Shipments—National Machine Tool Builders’ Association; New Orders— 
ie ConrerENcE Boarp, based on data by the National Machine Tool Builders’ 
sociation. 


With the vanishing of easy-to-get sales, the job of 
selling machine tools has become a greater challenge, 
requiring top-notch salesmen to bring in business. To 
meet this need, the National Machine Tool Builders’ 
Association and the American Machine Tool Distrib- 
utors’ Association jointly sponsored one-week sales 
courses at four universities—Cornell, Dartmouth, 
Purdue and Western Reserve—during July and Au- 
gust. The purpose of the course was to equip sales- 
men, most of whom had engineering backgrounds, 
with sales techniques necessary to point out the ad- 
vantages various machines can offer each type of 
firm. Members of the college faculties and leading 
experts in the industry acted as instructors. The in- 
dustry feels that this training program holds great 
promise in preparing qualified men for the highly 
skilled job of selling machinery. 

At present it is estimated that the industry is op- 
erating at about 50% of capacity. While some com- 
panies have been forced to go out of business,’ others 
are maintaining their dollar volume of business by 
branching out into other fields of production. Ma- 
chine-tool companies are now making more than 200 
other products such as textile machinery, agricultural 
implements, precision instruments, packaging ma- 
chines, and plastics. 


VOLUME OF EXPORTS 


United States exports of machine tools for the first 
half of 1949 totaled $47 million, as compared with $45 
million for the same period last year. (See Table 2.) 


1The National Machine Tool Builders’ Association has recorded 
thirty-one companies which have either merged with others or sold 
out since 1945. 


Machine-tool exports to Marshall plan countries for 
the fiscal year 1949-1950 are expected to amount to a 
little over $75 million, which will be an added stimu- 
lant to the industry. Despite a preference for United 
States machine tools, the dollar shortage and lower 
prices of European models have operated as a deter- 
rent to United States exports. Among Europe’s lead- 
ing machine-tool builders today are Great Britain, 
Switzerland, Sweden, Italy, France, Belgium, Russia 
and Czechoslovakia. 

Shipments to Marshall plan countries will be con- 
fined to those machine tools which cannot be obtained 
in Europe. 

Sairiey §. Horrman 
Division of Business Economics 


Business Book Shelf 


The Outlook for Convertibility of Western European 
Currencies—Convertibility may eventually be estab- 
lished through the formation of a “western European 
currency bloc in which the currency of each member 
country would be freely convertible into those of the other 
members and the settlements would be cleared through one 
center” with pound sterling as possibly the key currency. 
Institute of International Finance, New York University, 
Bulletin No. 162, August, 1949. 


The British Crisis: A Problem in Economic Statesman- 
ship—The root of the crisis lies “in the impact of our 
economy on the world, our relative self-containment, our 
short-run instability, and our long-run tendency to outstrip 
others in productivity.” John H. Williams, Foreign A ffairs, 
October, 1949. 


The Concentration of Productive Facilities—Big busi- 
ness as measured by the ratio of sales or assets of the few 
important corporations to all the corporations in certain 
manufacturing fields. Federal Trade Commission, Wash- 
ington, D. C., 1949. 


Theories of Welfare Economics—An historical analysis of 
the various views on welfare economics since Adam Smith 
“to find out what types of analysis are likely to prove most 
useful for the purpose of practical economic policy.” 
Hla Myint, Harvard Uniwersity Press, Cambridge, api 
chusetts, 1948, price $4. 


What Operating Data for Collective Bargaining?— 
What data should be made available to union officials and 
how they should be prepared. George Kozmetsky, N.A.C.A. 
Bulletin, July 15, 1949. 


Readings in the Theory of International Trade—A 
selection of articles mainly from the professional journals 
on the balance of payments, foreign exchange rates, tariffs, 
international investment and other aspects of international 
economic relations. The Blakiston Company, Philadelphia, 
1949, price, $4.75. 


Selected Business Indicators 


(Annual statistics appear in ‘The Economic Almanac 1949,” pages 36, 37) 


Percentage Change 


Item reg 7 —— 
Agel 4 aes 7 font, 
1949 1949 
Industrial Production 
Total (PRB)/(9)oj.c.as pceisscen ceo 1935-39 =100 |] p 162 169 174 179 186 Pe | -12.9 -6.6 
Manufacturing (FRB) (S)........ 1935-39 =100 || p 169 175 179 |r 184 192 -3.4 -12.0 -6.5 
Durable goods (FRB) (S)....... 1935-39 =100 || p 186 194 201 | r 212 219 —4.1 -15.1 -6.1 
Steelivcn xo tials; csbee tesie epee 000 net tons 5,779 6,498 7,590 7,785 7,076 -11.1 -18.3 +3.0 
PUG 1X00, ores he ciieeya oye sels 000 net tons 4,173 4,819 5,517 5,531 4,900 -13.4 -14.8 +8.9 
Copper (refined).............: net tons 85,638 92,118 98,139 93,873 107,014 -7.0 —20.0 -15.3 
Lead (refined) $s 5 .lidais weisicsieien net tons 39,282 46,429 51,605 50,150 40,458 -15.4 -2.9 +1.3 
YATTON Es Se Ain: Seas Ani net tons 74,569 |r 73,989 77,537 75,921 69,888 +0.8 +6.7 +5.3 
Glass containers...........-.- 000 gross 8,108 |r 8,036 |r 7,663 7,035 7,779 +0.9 +4.2 -10.4 
Lumber, «2. 5.tentttepe eis ede ee million bd. ft. 2,432 2,778 2,731 |r 2,613 3,309 -12.5 —26.5 -15.2 
Machine tools!..............- 1945-47=100 |p 60.8 79.0 72.8 74.7 62.4 —23.0 -2.6 -11.5 
Machinery (FRB)............ 1935-39=100 || p 219 226 232 240 269 -3.1 -18.6 -12.7 
Transportation equip. (FRB). .|| 1935-39=100 || p 245 239 220 |r 235 233 42.5 +5.2 +2.3 
Automobiles, factory sales... .|} units 483,261 493,882 394,703 436,392 356,764 2.2 +35.5 +34.2 
Nondurable goods (FRB) (S)...|] 1935-89=100 ]p  156]r 160 161 162 169 -2.5 “1.7 6.7 
COULON a lecincsnscternecee einen bales 455,106 600,495 580,078 597,031 627,462 —24.2 27.5 23.4 
Wool?; Sennen imino million pounds n.d. 37.7 |r 38.3 35.6 60.6 -1.6b -87.8¢ -83.3d 
Rayon yarntaa aceite nae en million pounds|p 658.7 |r 56.8 51.7 48.2 72.3 +3.3 -18.8 -14.9 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 |p — 163 164 162 162 160 -0.6 +1.9 +1.8 
Chemicals (FRB) (S)......... 1935-39 = 100 226 231 234 37 251 2.2 -10.0 4.7 
Newsprint, North American. . .|| short tons 491,378 513,359 519,453 517,907 496,990 —4.3 -1.1 +5.7 
Papert yen teer cence ares % of capacity |p 72.2 |r 78.6 82.7 85.1 85.3 -8.1 -15.4 -12.9 
Paperboard’... c.icsmesente ta cet % of capacity 64 15 78 719 81 -14.7 -21.0 -19.2 
Boots and shoes.............. thous. of pairs n.d. 38,533 |r 35,098 37,626 38,417, +9.85 +0.3¢ -8.2d 
Cigarettes (small)?............ millions 25,854 |r 32,849 30,691 27,307 27,205 -21.3 -5.0 +1.0 
Mining (FRB) (S)..............- 1935-89=100 |p 124 134 145 148 153 ~1.5 -19.0 -8.1 
Bituminous coal.............. 000 net tons 26,040 35,274 47,945 46,417 48,611 —26.2 —46. 4 -15.8 
Anthracite waif cic sertics ec ehe 000 net tons p 3,921 }r 3,403 4,403 3,722 4,365 +15.2 -10.2 -25.4 
Crude petroleum’............. 000 barrels n.d. 4,903 4,972 5,012 5,544 -1.4 -11.6 -5.2 
Electric power". ............20000: million kwh 5,342 5,332 5,246 5,336 5,171 +0.2 +3.3 +5.3 
Constraction®:. ccs. seuees sees ce ae 000 dollars 943,560 945,676 880,344 842,586 962,685 0.2 —2.0 -5.6 
Heavy engineering—Public®........ 000 dollars 99,485 91,878 86,938 78,918 71,245 +8.3 +39.6 +21.6 
Heavy engineering—Private’....... 000 dollars 55,376 87,348 65,990 68,505 71,499 -36.6 22.5 +11.0 
Distribution and Trade 
Carloadings, total**....7.........- thousand cars 689.9 728.3 770.0 766.2 847.4 -5.3 -18.6 -11.2 
Carloadings, miscellaneous‘*....... : -| thousand cars 311.5 329.4 335.3 345.5 365.1 -5.4 -14.7 -9.9 
Retail trade (NICB) (S)........... 1935-39 = 100 n.d. 314.8 321.8 $23.3 324.0 -2.2b) —2.8c -0.3d 
Department store sales (S)......... 1935-39=100 |p 280 r 285 292 294 311 -1.8 -10.0 -4.0 
Variety store sales (S)............. 1935-39=100 || p 208.4 215.6 293 1 221.2 216.2 —3.3 -3.6 +2.5 
Rural retail trade (S).............- 1929-31 =100 n.d. 329.8 342.7 349.8 366.2: -3.8b -9.9c -7.3d 
Grocery chain store sales (S)’....... 1935-39=100 |lp 362.0 358.4 365.0 366.3 360.9 +1.0 +0.3 +1.2 
Magazine advertising linage........ thous. of lines 2,854 2,814 3,806 4,350 3,171 +1.4 -10.0 mat fo 
Commodity Prices 
All commodities (BLS)............ 1926 =100 153.4 154.4 155.7 156.9 168.8 -0.6 -9.1 —4.6 
Raw materials ..0.5.0¢s/:000.seeee- 1926 =100 163.0 164.3 165.9 165.8 184.3 -0.8 -11.6 7.3 
Semi-manufactured articles....... 1926 =100 146.0 |r 146.5 |r 149.4 153.1 157.5 -0.3 -7.3 -1.9 
Manufactured products.......... 1926 =100 149.7 |r 150.5 151.5 153.0 162.7 -0.5 -8.0 -$.5 
Mearmi Productsvas ss sicees's sa open 1926 =100 165.8 168.5 1712 170.5 195.2 -1.6 -15.1 -11.2 
Foods) 2 Sree ees ter eee 1926 =100 161.3 162.4 163.8 162.9 188.3 -0.7 -14.3 -8.7 
Sensitive industrial (NICB)*........ 1929=100 126.5 127.1 130°1 182.8 157.8 0.5 -19.8 -12.8 
Sensitive farm (NICB)4............ 1929=100 173.1 170.8 168.5 169.4 222.9 +1.3 —22.3 -21.3 
Retail prices. < i..c peanteas «<2 dee 1935-39 =100 n.d. 188.3 |r 188.3 189.2 193.5 0.06) 2.7% -0.7d 
Securities 
Total stock prices (Standard & Poor’s)!} 1935-89 =100 117.8 112.0 pt be Ai 118.5 131.9 +5.2 -10.7 -5.8 
Industrials...;).\o-b0 cosh oncieeee 1935-39 =100 123.8 117.0 123.5 124.2 138.9 +5.8 -10.9 -5.9 
Rawlroads. 5 5.0 seekneaesiearene 1935-39 =100 90.6 88.4 95.8 97.1 124.7 42.5 -27.3 -15.8 
Utihties..Gcds rice hee eee 1935-39 =100 95.4 93.0 95.3 96.1 99.5 +2.6 —4.1 -1.8 
Total no. shares traded N. Y.Stock Ex.|| thousands 25,739 24,306 24,006 27,854 32,676 +5.9 —21.2 -30.6 
Corporate bond yields (Moody’s)...|| per cent 2.98 3.00 3.00 3.00 3.0 -0.7 -2.0 -2.1 
Financial Indicators 
Bank debits, outside New York City§] million dollars 51,893 55,388 52,003 53,374 55,972 -6.3 7.3 -1.3 
New capital corporate issues....... 000 dollars 432,203 | 1,211,488 294,929 681,166 503,630 64.3 -14.2 +2.8 
Refunding jesus, . 06 ong sceo cores 000 dollars 21,849 30,519 31,250 1,056 14,725 28.4 +48.4 -37.5 
Comm., industrial and agric. loans‘.|| million dollars 12,936 18,351 13,815 14,409 14,469 -3.1 -10.6 0.9 
Total personal income (S)®......... billion dollars 209.7 |r 212.4 |r 218.1 919.5 214.5 -1.3 =2.2 +1.9 
Money in circulation, end of month." million dollars 27,394 27,493 27,507 27,417 27,866 -0.4 -1.7 -1.4 
SAdjusted for season variation 1Shipments 2Consumption; cigarette consumption measured by tax-paid withdrawal _ #Average dail 4Aver weekly ‘5F. W. 


*Engineering News- Record—average weekly 7Grocery and combination chain store sales 8140 centers %Annual rate aJune, 1948 bPercentage change, May, 1949 to June, 
1949 cPercentage change, June, 1948, to June, 1949 dPercentage change, 6 months, 1948, to 6 months, 1949 eEstimated n.a.Not available Preliminary *Value as 
traffic indicator subject to variations in length of haul and amount loaded. rRevised 
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Business Highlights 


epee improved noticeably in August and the 
improvement continued in early September. 

Nonfarm employment rose better than seasonally 
in August. Demand for business credit is expanding, 
although the pickup started later this year than last. 
Nonresidential building lagged behind last year, but 
residential building activity improved contraseason- 
ally. Contract awards during August were the largest 
on record for the month, and were exceeded only 
once—in May, 1946. Prices moved upward at an ac- 
celerated pace between early August and the first part 
of September. 

Some of the renewed activity is based on factors 
which may prove temporary. The replenishment of 
inventories which, beginning last fall, had been per- 
mitted to shrink to abnormally low levels is one of 
these factors. Another is some ordering now of mate- 
rials as a hedge against possible strikes later. Part of 
the increase in steel demand can be attributed to this 
latter factor. 

But some of the influences are of a more permanent 
nature. Consumer buying has held up well on a physi- 
cal volume basis, even allowing for the usual summer 
letdown and the unseasonably hot weather. Demand 
for major appliances and _ housefurnishings has 
spurted in contrast with a marked decline earlier in 
the year. 


Replenishment of inventories under way now indi- 
cates confidence in the stability of prices—or at least 
that they will not go lower. A fourth-round wage 
increase or granting of social benefits boosts costs; the 
government’s resort to deficit financing could also 
have an inflationary effect. Thus far in September, 
prices edged upward to the same level as a month 
earlier. 

Has business completed readjustment? The impact 
of contracting volumes in the automobile industry in 
the fall must be faced. Moreover, new orders for 
industry in the aggregate will depend largely on cur- 
rent sales once inventories are balanced, and sales 
are not rising—yet. 

The most recent survey of business expenditures 
for plant and equipment reveals that businessmen 
expect expenditures in the third quarter of the year 
to decline 4% from the second quarter and 4% from 
the third quarter in 1948. This would represent the 
first contraseasonal decline since the war ended. (See 
Chart 1.) Such expenditures are strongly influenced 
by the rate of profit. These have been declining since 
late last year and first-quarter corporate profits were 
lower than the comparable period last year and in 
1947. (See Table 1.) 

The index of new orders compiled by the National 
Machine Tool Builders’ Association dropped in July 


CHART 1: BUSINESS EXPENDITURES ON NEW PLANT AND EQUIPMENT 
Sources: Securities and Exchange Commission; Department of Commerce 
Billions of Dollars 
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to 48 (average shipments 1945-1947=100), a post- 
war low, as compared with 53.6 in June and 74 in 
July, 1948. 

However, expenditures for modernization and cost- 
cutting improvements (such as increased use of con- 
veyer and materials-handling equipment, palletizing, 
lift trucks, etc.) are still high. These orders are not 
reflected in the machine-tool builders’ index. Some 
allowance must also be made for shutdowns during 
vacation periods in appraising the month-to-month 
decline of 10% in new orders. 

Contract awards for new manufacturing plants are 
running far behind last year, and have been declining 
since last June. In the first eight months of this year, 


Table 1: Corporate Profits, Taxes, and Dividends, 
Seasonally Adjusted, Quarterly Totals at 
Annual Rates, 1945-1949 
Source: Department of Commerce 
Billions of Dollars 


Corporate Profits 


awards for new plant were 39% below the corre- 
sponding period in 1948, according to the F. W. Dodge 
Corporation. 


PERSONAL INCOME DIPS 


Personal income has been declining moderately 
since the end of last year. During July, however, the 
drop steepened, principally because of lower farm 
income and the three-day work week in bituminous 
coal mines, and income dropped below a year earlier 
for the third consecutive month. (See Table 2.) 

The volume of crops marketed or placed under gov- 
ernment loan dropped in July.1 Deliveries of grains 
to the government under purchasing agreements made 
earlier in the season had been an important factor in 
bolstering cash receipts of farmers in May and June. 
No such deliveries were made during July. During the 
first seven months of this year, the net income of farm 
proprietors dropped 13% below the corresponding 
period a year earlier. Lower prices for agricultural 
commodities account for most of this decrease. 


Quarter Wer Corporate Wage and salary receipts slipped only slightly in 
38s as a hbase anes July, as shown in Table 2. Virtually all this decline 
1945 MIste Mav oen: 24.0 13.5 10.5 4.7 1This statement is based on a seasonally adjusted figure. 

Qnd eer 24.0 13.5 10.5 4.6 

Srdwca ena. 17.0 9.4 7.6 4.8 

athe 13.9 8.5 5.4 4.9 Table 3: Average Weekly Earnings 
1946 Ist. eos . 2B 188 7.0 8.8 5.2 : ne 

andodntiedt, 21.6 8.7 12.8 5.6 caper EE pope geste tlle te 

Sidhe: hrs 26.4 10.6 15.8 5.9 

ath oes fee 30.5 12.1 18.3 6.2 All Manufacturing | Durable Goods | Nondurable Goods 
1947 Ist.. 31.4 12.5 18.9 6.6 os 

gnds. 7 ae 30.9 12.3 18.6 6.9 1949 | 1948 Bc | fc tae 

rene ie ae 124 ae ie January........ $54.51 852.07 (858.69 $50.04 |848.45 

peeidiacasitsie : : : ? February. ......| 54.12 | 51.75 50.01 | 48.56 

1948) Ist. sees 33.0 12.8 20.2 7.6 March.......... 53.59 | 52.07 49.68 | 48.66 

1G Ri oe ny eee 35.0 13.7 21.3 uh April. 52.62 | 51.79 48.82 | 48.33 

SEO ces ss 36.6 14.4 22.2 7.9 Mays ieeuay- 52.86 | 51.86 49.00 | 48.65 

cS Ean ORE 34.5 13.6 20.9 8.3 June... eee 53.68 | 52.85 49.57 | 49.87 
1949 Ist...........1 28.4 11.2 17.3 8.4 July. 53.66 | 52.95 50.31 | 49.49 


TABLE 2: MONTHLY PERSONAL INCOME IN THE UNITED STATES, SEASONALLY ADJUSTED ANNUAL RATES 
Source: Department of Commerce 
Billions of Dollars 


July June May First Seven Months | Annual 

Total 

1949 1948 1949 1948 1949 1948 poe 
Total personal mcomes asus 5. shah seer aed os ae 209.7 214.5 212.4 213.4 213.1 209.3 211.9 
Wage and’ salary receipts:fivos.caie se. «apni ied «, tok 183.7 | 184.6 | 134.0] 182.5] 135.0] 130.9 133.1 
Total employer disbursements..................... 185.9 | 186.8 | 186.8 | 184.7 | 187.2] 182.9 135.2 

Industries: 

Commodity jproducingl..-'702 .25 cae eee 58.1 60.7 58.3 60.1 58.3 59.1 60.4 
Distributiiveticsact oftetese esc scene eee 40.2 39.8 40.4 39.1 41.1 38.8 39.2 
Service 4x itsias vices uaa peiaket ie so enon cer: toe 17.0 16.9 17.1 16.7 17.3 16.5 16.6 
Governments, :35.5 cet ified, dos aoe tebe lee 20.6 19.4 20.5 18.8 20.5 18.5 19.1 
Less employee contributions for social insurance..... 2.2 2.2 2.3 2.2 2.2 2.0 2.1 
Other labor income: i... ls es: Se Se 2.1 2.0 2.2 2.0 2.1 2.0 2.0 
Proprietors’ and rental income....................-. 44.5 50.8 46.8 61.8 46.7 49.3 49.5 
Personal interest: income: sentcha.cs eee dupes ees soe 17.3 16.0 17.3 15.9 17.8 15.9 16.2 
Transfer payments 2... . 0 ssiccaaiin avec Ae eee one 12.1 cH Se 12.1 a hee 12.0 11.2 1.3 
Nonagricultural income total®....................... 191.1 190.2 191.8 188.4 192.6 185.9 188.8 
Agricultural income total... ...:.-«.-s.s0seue+oees ous 18.6 24.3 20.6 25.0 20.5 23.4 23.1 


1Agriculture, forestry and fisheries, mining, contract construction and manu- 
facturing. 


*Wholesale and retail trade, transportation, communications and public utilities. 
‘Finance, insurance, real estate and services. 


{Mainly payments to vetweame, mnemaploy ment taseani aed citer nace! eee 
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can be attributed to the three-day work week of bitu- 
minous coal miners, which was in effect for ten 
weeks. In the factories, rising activity in non- 
durable goods industries offset moderately reduced 
wage payments in the durable goods group. (See 
Table 3.) In trade and construction, pay rolls were 
about the same as in June. Contraction in domestic 
service employment caused a slight reduction in the 
service industries pay roll. 


INDUSTRIAL ACTIVITY REBOUNDS 


Steel production reached a low of 61.2% of capacity 
in the holiday week of July 4 and operated at 70.9% 
of capacity during all of July. During August, how- 
ever, output was stepped up, and production reached 
almost 6,711,000 tons, which was about 82.2% of 
capacity. While some of this pickup represents re- 
sponse to renewed demand for products, a part of it 
was a hedge by steel users against the possibility of a 
steel strike. The total result was the first increase 
since March in steel output. Even so, production was 
12% below the average monthly output of the first 
half of 1949, and was still 10% below August, 1948. 
Thanks to the industry’s record high production dur- 
ing the first quarter (when it operated at 101.5% of 
capacity), steel production during the first eight 
months of the year was about 1% above the com- 
parable period a year earlier. (See Table 4.) 

Table 4: Production of Ingots and Steel for 
Castings 
Source: American Iron and Steel Institute 
Thousands of Tons 


Per Cent Per Cent 
Period of 1948 of 

Capacity Capacity 

First quarter total.......... F 22,048 94.1 

COC. Ace ; 7,481 93.7 

NAC S  atrha ccna veda ses : 6,948 93.1 

1 CU 2 Ea Bae a = 7,619 95.4 

Second quarter total........ 21,070 89.9 

COS TLU SeUe NE ele r x 6,224 80.5 

ERA oie ee tes oko ; 7,581 94.9 

aCe SY. Ata ais Ws , 7,265 94.0 

First six months............ : 43,118 92.0 

Sh USES Beg ; 7,076 88.8 

LLU ae sepeaanee 93.3 
pPreliminary. 


Motor-vehicle output during August broke all 
monthly records, with a total of about 656,713 units 
(preliminary) against 459,208 a year earlier and 580,- 
027 in July of this year. 

Orders for paperboard booked during the week 
ended September 3 were the highest in eleven months. 
Unfilled orders climbed to 366,000 tons, or nearly the 
same as the industry had on hand at the end of Octo- 
ber last year. The ratio of paperboard production to 
capacity did not exceed 80% in any week from late 
March to July. The rate went up in early August, 
and, for the week of September 3, reached 89%. 


As to rubber manufactures, production of passen- 
ger-car casings decreased in July to 5,507,334 units 
from 6,470,724 the previous month. Inventories 
were 12.1% below the June figure (9,335,979 as 
against 10,618,442 units). Production of truck and 
bus casings was down nearly 18% from June, and in- 
ventories 5.35% below the earlier month. Part of the 
decline in production in the aggregate, however, was 
attributable to plant shutdowns for vacation periods 
and maintenance. 


MANUFACTURERS’ SALES SLIP 


Sales of all manufacturing companies during July 
aggregated $15 billion, according to preliminary esti- 
mates by the Department of Commerce. This was 
$1.5 billion, or 9%, below the June total. (See Table 
5.) A substantial decline is normal for July—the same 
thing happened last year. And the steep month-to- 
month drop, both this year and last, indicates that the 
practice of shutting down plants for mass vacations is 
spreading. 

Sales of durable goods manufacturers fell from $7.1 
billion in June to $6.3 billion in July. This is similar 
to the decline which occurred from June to July in 
1948. The iron and steel group and the electrical and 
machinery industries suffered the most this year, 
while in 1948 nonferrous metals and products and 
transportation equipment, excluding automobiles, 
experienced the sharpest reductions. 

In the nondurable goods manufacturing groups, 
July sales amounted to $8.7 billion, as compared with 
$9.4 billion in June. Here again, the magnitude of the 
drop was about the same as from June to July of last 
year. Sales of foods, beverages and textiles were hit 
the hardest in July, 1949. Apparel manufactures 
were down only slightly from June, although July is 
usually a very slow month for that industry. 


MANUFACTURERS’ INVENTORIES CONTRACT 


Manufacturers’ inventories continued the contrac- 
tion which began earlier this year, and at the end of 
July were down to $29.8 billion. This was about $600 
million below a month earlier (after adjustments for 
seasonal variations). The durable goods industries 


Table 5: Manufacturers Sales, 1948-1949 
Source: Department of Commerce 
Billions of Dollars 


1949 1948 


Total | Durable | ,Non- Total | Durable | ,Non- 


durable durable 
January........ 16.7 6.9 9.8 16.6 6.4 10.1 
February....... 16.4 7.0 9.5 16.2 6.5 9.8 
March. . 18.1 Tey jis 18.1 7.4 10.7 
BOO en nies § 16.8 72 9.5 17.2 6.9 10.4 
Maye eae ets te 16.3 6.8 9.5 16.8 6.6 10.2 
JOG: Conte tien 16.5 A (| 9.4 17.9 7.2 10 7 
July 15.0 6.3 8.7 16.4 6.5 9.9 
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account for most of this decrease—$400 million. This 
brought the book value of their stocks down to $14.1 
billion. While the drop was general throughout the 
durable goods industries, the largest declines were in 
inventories of machinery companies. Stocks held by 
nondurable goods industries dropped about $100 
million to a value of $15.7 billion at the end of July. 
Inventories of this group are usually higher at the end 
of July, so that, after adjustments of seasonal varia- 
tions, the reduction is somewhat larger than the $100 
million shown above. Except for a significant rise in 
inventories of apparel at the manufacturing level, 
most of the declines were small. 


ORDERS HEAVIEST SINCE MARCH 


Information on new orders received by manufac- 
turers during July is not yet available. But new 
orders received during June by durable goods indus- 
tries, according to the Commerce Department, were 
the heaviest since last March in the following cate- 
gories: “All industries,” durable goods, iron and steel 
products, machinery—including electrical, and “other 
durables.” 

Orders received by nondurable goods industries dur- 
ing June were slightly greater in value than in any 
preceding month this year. In two important areas— 
textiles and apparel—impressive seasonal pickups 
were indicated. The durable goods group experienced 
the major improvement in the inflow in business, with 
the June daily average rate about 6% above May. 
The largest increases were experienced by the iron and 
steel industry and electrical machinery and stone, 
glass and clay. In the aggregate, however, new orders, 
in terms of dollar values, suffered in comparison with 
1948. (See Chart 2.) 


EMPLOYMENT UP SHARPLY 


The employment picture showed a marked improve- 
ment between July and August, according to the Cen- 
sus Bureau’s sample survey of job trends taken during 
the week ending August 13. The bureau estimates the 
number of workers holding nonfarm jobs reached 
51,444,000 in August, which would be a gain of 1,368,- 
000 over the preceding month. 

Nonagricultural employment usually increases from 
July to August as many industries step up production 
for the fall and winter seasons. The advance this year, 
however, was greater than seasonal. As compared 
with this year, the July-to-August increase in 1948 
was 349,000; and the increase in 1947 was 581,000. 

Civilian employment has lost ground when com- 
pared with a year earlier. A gain of 63,000 in agricul- 
ture was more than offset by a reduction of 1,360,000 
nonfarm jobholders. Thus, civilian employment was 
1,298,000 below August, 1948. Part of this drop can 
be explained by the net change in industrial activity. 
Last August, the FRB index stood at 191 (1935-1939 


Chart 2: Indexes of Value of Manufacturers’ 
Inventories, Sales and New Orders 
Source: Department of Commerce 
Average Month, 1939=100 
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=100), or 11.5% above the preliminary index figure 
for this August. Withdrawals from the labor force are 
another factor in the drop of civilian employment. 


MORE CONSTRUCTION 


New construction put in place during August was 
valued at $1.9 billion—3% above the revised July 
total and 2% under a year earlier. All types of con- 
struction advanced seasonally in August except pri- 
vate nonresidential building and utility construc- 
tion. New private nonfarm-owned home building was 
valued at $660 million, which was 2% above the $650 
million in July. The value of new private nonresiden- 
tial building dropped 2%, indicating fairly sustained 
plant activity and some pickup in commercial build- 
ing. 

As privately owned electric and gas utilities in- 
creased their construction activities, railroad and 
telephone and telegraph companies decreased their 
expenditures. Public construction rose 4% to $566 
million—primarily reflecting a seasonal increase in 
highway work. Expenditures for all public works were 
18% above last year. 

Private construction put in place during August 
declined 8% below a year earlier. Home building was 
down 8% and nonresidential building 20%. Construc- 
tion by privately owned electric and gas utilities 
was 10% above last year’s levél while telephone and 
telegraph companies had reduced their new construc- 
tion activities by 13%. 

During the first eight months of this year, the total 
value of new construction put in place reached almost 
$12.2 billion, or 2% more than a year ago. Most of 
this small increase over last year was made during 
the first quarter. The second-quarter total was about 
the same as last year. The July total (revised esti- 
mate) is below the level of a year ago, as is that for 
August. For the entire eight-month period, the value 
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of private construction put in place was 6% less than 
last year, while public construction was up 30% for 
the same period. 


Residential Building Holds Up 


Residential building continues at a surprisingly high 
rate. Contract awards for residential buildings in the 
thirty-seven states east of the Rocky Mountains 
climbed contraseasonally in August to $393.4 million, 
according to the F. W. Dodge Corporation. This 
monthly volume is the largest on record for the month 
of August and was exceeded only once in any month. 
That was when the emergency housing program was 
just about getting under way in the spring of 1946 
and contract awards reached $463.6 million—the high- 
est total on record—in May of that year. 

The Bureau of Labor Statistics estimates that 
98,000 units (preliminary) were started during the 
month of August. This volume is only 2,300 units 
below the all-time high reached last May and is 11,400 
units greater than August, 1948. During the first 
eight months of this year, there were 647,500 units 


Table 6: Retail Sales of Durable Goods Stores 
Source: Department of Commerce 
1935-39=100 Seasonally Adjusted 
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Building material and hardware 
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started, or a decrease of only about 2% from the 
same period last year. 

The sharp rise in contract awards during August 
suggests that residential building this year (on a unit 
basis) may exceed any year on record. The high level 
of housing activities has been supported by an increas- 
ingly high volume of apartment house construction. 
An analysis of local building permits issued in urban 
places throughout the country reveals that rental 
housing (units in two or more family structures) more 
than doubled between the first and second quarters. 
When building permit reports for the first half of 1948 
and 1949 are compared, the volume of urban housing 
building for rental this year almost equals the volume 
for 1948, but the number of single-family houses au- 
thorized was less by some 16%. 


BRISK RETAIL TRADE 


Consumer expenditures held near peak levels in 
July, even though personal incomes declined mod- 
erately. Sales of all retail stores in the aggregate were 
off only 1% from June and only 2.7% from a year 
earlier (after adjustment for seasonal factors and 
differences in the number of trading days) . 

Sales at housefurnishing stores and the automo- 
tive retail stores rose slightly in July, but business 
declined moderately for building material and hard- 
ware stores. Jewelry stores suffered the most, with 
a drop of 7% from June and one of 15.5% since July, 
1948. (See Table 6.) 

Automotive retail stores sold some $1,885 million 
(unadjusted) of goods during July, according to pre- 
liminary estimates. That would be $73 million below 
the all-time peak set in June, but still $316 million 
above a year earlier. These monthly sales are excep- 


CHART 3: WHOLESALE PRICES OF MANUFACTURED PRODUCTS AND INDUSTRIAL PRODUCTION 
Sources: Federal Reserve Board; Bureau of Labor Statistics 
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tionally high, even considering the effect of inflation 
which has reduced the dollar to little more than half 
of its prewar value. The stores included in the figures 
sell motor vehicles as part of their principal business. 
While some automotive sales made by other retailers 
are thus excluded, the figures also include some non- 
automotive items sold by the automotive retail stores. 

Consumer buying of nondurable goods revived in 
August, after a sharp drop in an unusually hot July. 
Apparel stores were particularly hard hit by the 
weather factor. After seasonal adjustment, July sales 
showed a drop of 7% from June and were about 10.6% 
below a year earlier. Except for a slight improvement 
in sales at filling stations, other stores in the nondur- 
able goods group also showed small declines from 
June—-less than 2%. In all cases, however, sales were 
far below a year earlier. (See Table 7.) 

Retail sales in department stores moved upward 
in July in accordance with seasonal patterns, but the 
rise was more moderate this year than last, according 
to the Federal Reserve index. In both years the up- 
ward movement in sales began during the second week 
of July, or just after the holiday week. This year, 
however, sales were 10% below what they had been 
in July, 1948. Part of this decline is attributable to 
reductions in prices. 

Department store sales improved during August 
but the dollar volume was about 8% below a year 
earlier, according to preliminary indications. (See 
Table 8.) Declining temperatures during the final 
half of the month caused a marked pickup in con- 
sumer buying. From 218 (1935-1939=100) for the 
week ended August 13, the Federal Reserve unad- 
justed index of sales jumped to 252 for the following 
week, and the same dollar volume was maintained 
during the week ended August 27. As compared with 
a year earlier, sales during the latter week were down 
only 1% (hot weather had reduced sales sharply dur- 
ing the comparable week last year). Weekly indexes 
for August sales are as follows: 


1949 1948 
Augrigh: | Oh-ante starters intake 228 261 
PUIQVIBtILD co sie ater Reni ite 218 258 
AarUst SO re ches lanier 252 271 
AUQHSIET, oye siftere hose0.4 252 255 
September 8S cca auc hack 294 308 


CARLOADINGS HEAVY 


Movement of miscellaneous freight, primarily man- 
ufactured consumers’ goods, reached a new high for 
the year, in the week ended August 27. Miscellaneous 
carloadings increased 10,435 cars from a week earlier, 
but were 37,844 cars below a year earlier. The rush 
to beat the deadline for the rise in freight rates was 
undoubtedly important in boosting these carloadings. 
But the pickup in business was also important. 

Carloadings in the aggregate were running far be- 
hind last year. Some of the sharp drop was the result 
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of lessened' coal production since miners were working 
only a three-day week. The impact of reduced reve- 
nue coupled with sustained cost has caused a deep 
decline in railroad earnings so far this year as com- 
pared with last year. The drop in coal loadings also 
retarded the seasonal improvement in railroad earn- 
ings. 


Table 7: Retail Sales of Nondurable Goods Stores 
Source: Department of Commerce 
1935-39=100 Seasonally Adjusted 
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Table 8: Weekly Department Store Sales 
Source: Federal Reserve Board 
1985-89=100 Seasonally Adjusted 
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Despite higher freight rates, net income of Class I 
railroads (after interest and rentals) dropped to 
$27.2 million in July. This compares with $76.7 mil- 
lion a year earlier. During the first seven months of 
this year, the railroads earned about $200 million, 
which is about 40% below the same 1948 period. 
Trends in earnings this year as compared with last are 
shown in Table 9. 


INDUSTRIAL PRICES UP 


Prices of raw materials moved forward in August 
reflecting the pickup in business and industrial activ- 
ity under the impetus of seasonal factors and comple- 
tion of inventory adjustment. The downtrend in the 
general price level was halted in August, according 
to preliminary indications. 

Prices of raw industrial materials have been climb- 
ing back since the end of June and the upward pace is 
quickening. On September 6, for example, the index 
at 228.9 (BLS, August, 1939=100) was about four- 
teen points above August 4. This change was double 
the rise between the interval July 7 and August 4. 

Of the sixteen raw materials which make up the 
index, only cotton moved counter to the trend be- 
tween August 4 and September 6. Print cloth, at 16 
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cents a yard, had advanced 18.57% (it had not been at 
this level since early October, 1948). Other outstand- 
ing increases were: rubber, 12.3%; steel scrap (Phila- 
delphia) , 26.5%— (Chicago), 25.7%; and wool tops, 
6.8%. Flaxseed, which moved up 6% to $3.925 a 
bushel, was only about 6 cents below the government’s 
support price. (The Commodity Credit Corporation 
holds the equivalent of about 30 million bushels of 
flaxseed, either as seed or oil, or about a year’s do- 
mestic consumption. The tariff on flaxseed was re- 
stored on June 30 to $0.50 a bushel from $0.325. 

The strengthening of steel-scrap prices reflects for 
the most part brokers’ offerings and activity to cover 
commitments against old orders. The steel mills had 
not yet entered the market on a major scale. Prices 
of nonferrous metals, which made noticeable advances 
between early July and early August, did not continue 
upward. Copper prices remained unchanged at 17.5 
cents a pound. Lead advanced only 0.3 cent to 15.1 


Table 9: Net Income! of Class I Railroads 
Source: Association of American Railroads 
Millions ofjDollars 
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1After interest and rentals. 

¢ Estimated. 

cents a pound—it had jumped 2.8 cents in the earlier 
period. Zinc rose to 11 cents, an increase of 0.3 cent 
as compared with 0.5 cent a month earlier. 

The wholesale price index for “all commodities” 
climbed back to month-earlier levels during the week 
ended September 6. There was a creeping upward 
movement evident in the prices of foods and livestock 
and sharp increases in hides and skins, grains and tex- 
tile products. 

The decline in the price of manufactured products 
which began last September continued through July. 
The monthly wholesale price index of the Bureau of 
Labor Statistics reached a peak of 164.6 (1926=100) 
in August, 1948. By July of this year, prices of manu- 
factured goods had dropped to 149.7, or 9% over an 
eleven-month period. The trend since then is not clear- 
ly defined, but the week-to-week changes suggest a 
slow upward movement. 

In 1920-1922, the decline in the price of manufac- 
tured goods began almost three months after indus- 
trial production started to fall. In the current postwar 
period, prices turned downward three months earlier. 


Were it possible to accept historical precedent as a 
criterion, the price decline has a long way to go before 
stabilizing. The price drop extended over a twenty- 
month period and prices of finished goods fell 42% 
during this interval after World War I. 

But there are several factors pointing to higher 
prices: (1) the easy money policy of the Federal Re- 
serve Board; (2) the certainty of a federal cash deficit 
this year; (3) the government’s support policy of 
agricultural product prices; (4) higher prices for vege- 
tables and fruits because of unfavorable weather and 
insect problems in some crops; and (5) the National 
Service insurance dividend payments, which could 
stimulate consumer buying in the first half of 1950. 

Against these upward-exerting factors are: the de- 
valuation of the currencies; large surpluses of farm 
products, grains particularly; and some signs of lessen- 
ing expenditures for new plant and equipment. On 
this latter point, however, modernization programs 
in existing plants remain extensive, 
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Business Forecasts 


Sumner H. Slichter, professor, Harvard University (in 
address to International Apple Association, August 11)— 
“T do not think that the recession will be severe or that it 
will last much longer. The upturn is likely to start before 
the end of 1949 and in any event by the Spring of 1950... 
output of nondurable goods [will rise] probably before the 
end of the third quarter and certainly before the end of 
the year .... For the year 1950, the country should set 
for its goal a gross national product at present prices of 
about $270 billion with $45 billion of goods and services by 
the local, state and federal governments, a billion of net 
foreign investment, $40 billion of gross private investment 
and consumer expenditures of $184 billion.” 


Dun and Bradstreet, “Survey of Business Expectations” 
(July) —Estimate of business in the last half of 1949 as 
compared with the corresponding period of 1948 by 801 
business executives. 


All Manu- 
Concerns facturers Wholesalers Retailers 


Percentage Change 


Dollar volume of sales......... -3.0 -2.5 2,7 -5,1 
New orders received........... ea -1.9 — “er 
Net profits after federal taxes... -3.9 ~2.6 4.8 6.8 
Expenditures for new Japan and 

equipment. , Hah 1,2 ~1.6 0.6 “1.6 
Number of employ a dk -0.9 ~1.6 0.4 0.4 
Dollar value of inventories. .... ~6.4 ~7.0 4.9 ~B.2 
Level of selling prices.......... —4.7 ~8.3 ~6.5 6.1 


Marcus Nadler, professor, New York University (in ad- 
dress to the West Virginia Bankers Association, August 27) 
—“Before many months have passed the downward swing 
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will come to an end and the economy will eventually stab- 
ilize itself at a level somewhat higher than at present but 
probably lower than prevailed toward the end of 1948... . 
The liquidation of loans has passed the peak and .. . later 
on in the year an increase in the volume of loans is likely 
. ... The volume of bank deposits . . . will increase and 
should be higher at the end of the year.” 


Howard F. Vultee, vice president, The Marine Midland 
Trust Co. of New York (Commercial and Financial Chron- 
icle, August 18)—“The period we are in will prove to be a 
cross between the economic disturbances of 1921 and 1938. 
The cautiousness of business, the readjustment already ac- 
complished and the many well-known cushions present are 
sufficiently reassuring to make one reasonably confident that 
a vicious spiraling type of collapse is not indicated.” 


Watrous H. Irons, vice president, Federal Reserve Bank 
of Dallas (Monthly Business Review of Federal Reserve 
Bank of Dallas, August 1)—“Reports seem to indicate a 
further inventory liquidation for the next few months... 
Farm net income will be somewhere in the range of from 
7% to 10% lower than .. . 1948.” 


Ralph A. Rotnem, market analyst, Harris, Upham and 
Co. (Commercial and Financial Chronicle, August 11)— 
“The trend of the [stock] market is still upward... . 
A major test will be faced in December or January, when, 
because of the six-month dividing line in capital gains tax 
treatment, some buyers at the June low levels will be 
tempted to accept profits. But under no conditions will the 
lows of 1949 be again reached.” 


V. Lewis Bassie, director of University of Illinois Bureau 
of Economic and Business Research (Illinois Business Re- 
view, August) —“Some measure of recovery will occur when 
inventory liquidation ceases . . . . Recovery will be sub- 
stantial, and not merely a minor interruption of a down- 
ward trend. With government expenditures up more than 
enough to offset declines in private investment, with con- 
struction continuing at boom rates, and with consumers 
spending a normal proportion of their income, the high 
of $265 billion in gross national product is likely to be 
reached again before the middle of 1950.” 


Allen M. Bernstein, president, Bernstein-Macaulay, Inc. 
(Commercial and Financial Chronicle, August 4)—‘The 
adjustment is only about half completed ... . Before it is 
completed the production index will approach 150. And 
should pound devaluation occur and cause a general decline 
in world commodity prices, further drastic inventory and 
price adjustments are not an impossibility. It is highly 
doubtful that the [stock] market will maintain a sus- 
tained rally until the production index has flattened out 
at that lower level of 150.” 


Federal Reserve Bank of Chicago (Business Conditions, 
August) —“Further irregular rise in the failure totals can 
be expected through the remainder of the year. Even an 
upturn in general business conditions is not at all likely 
to restore the extremely low failure rates of recent years 
.... No serious wave of failures is now foreseen because, 
business in general, and especially the largest companies, 
have sufficient financial strength to withstand the moder- 
ate type of recession currently in progress.” 


Ward’s Reports, Inc. (Ward’s Automotive Report, August 
29)—“Output for 1949 will soar as high as 6,675,000 
vehicles, far over banner turnout of 5,358,420 in 1929. 
Passenger-car building alone may spiral to 5,500,000 in U. 
S. plants, compared with the industry’s peak of 4,587,400 
set in 1929. Truck building, however, may fall to the 1,175,- 
000 unit level, below last year’s history-making 1,369,472.” 


Michael Daroff, president, H. Daroff and Sons, Inc. (in 
address to the Carolina’s Association of Retail Clothiers 
and Furnishers, September 5)—Prices of good quality men’s 
clothing “are not coming down in any appreciable amount 
during this or the spring season.” 


Bureau of Agricultural Economics (The Wheat Situation, 
August) —“The 1950-51 outlook for wheat is characterized 
by a further moderate decline in wheat prices, acreage al- 
lotments for the first time since 1948, and relatively 
favorable export demand.” 


A. J. McIntosh, economist, Socony-Vacuum Oil Co., Ine. 
(Commercial and Financial Chronicle, September 1) —“The 
demand for all [petroleum] products during the nine months 
[July 1, 1949—March 31, 1950] will increase 7% while the 
exports will drop 1%—giving the industry a 6% over-all 
increase . . . . There will be a need for substantially higher 
production of crude oil in the United States over the next 
several months.” 


Federal Reserve System (Federal Reserve Bulletin, Au- 
gust) —“Construction activity is likely to continue to ex- 
pand moderately in the near future and .. . public work 
will continue to account for a relatively large proportion 
of total nonresidential construction compared with the 
earlier postwar period.” 


E. D. White, Assistant Secretary of Agriculture (in ad- 
dress to the Cotton Congress, July 28)—‘More cotton will 
be exported in the season just ahead than was exported in 
the season now closing.” 


C. P. 


Business Bookshelf 


The Value of the Pound—A calculation of the value of the 
pound in terms of dollars under assumptions of “financial 
severity,” “financial ease,” or “‘active deflation,” in Great 
Britain. Colin Clark, The Economic Journal, June, 1949. 


Automotive Transportation: Trends and Problems— 
Current and past trends and future possibilities of auto- 
motive transportation, with special stress on the problem 
of constructing highways which will adequately serve 
heavy traffic demands. Wilfred Owen, The Brookings 
Institution, Washington, D. C., 1949, price $2. 


World Economic Report, 1948—The United Nations’ 
second annual report on world conditions—successor to 
“Salient Features of the World Economic Situation, 
1945-47.” United Nations, Department of Economic Affairs, 
Lake Success, N. Y., June, 1949. 


